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Virtual sound 


Home computers 
with perfect pitch 

Technology, Page 24 



Today’s surveys 

North American Aerospace 
Asian Infrastructure 
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WORLD NEWS 

Clinton joins 
Annan in push 
for sweeping 
UN reforms 

POS president BOI Clinton joined 
forces pith UN secretary-general 
Kofi Annan to push for a sweep- 
ingpackage of institutional 
■ reforms at the general assembly 
session this autumn. Page 16; 
Bend salvo in ‘dial-a-dollar’ war, 
TageS 


i victors to talk 

'tte-ractors of Sunday’s Polish 
general Sections ore due to start 
coalition talks after an unexpect- 
ecQystrong showing by anti-com- 
munist Solidarity parties paved 
the way fora change of govern- 
ment. Page 3; Solidarity’s second 
jdunee. Page 14 


Sanfet6G^n&rale de Surveillance, 

. the Swiss inspection c ompany 
has suspended a senior executive 
.While ft investigates allegations 
eCcmroptkm linked to Benazir 
; i Bhutto in its Pakistan operations. 
Page 16; Remits, Page 13 


i were 

-sharply cfividedas they launched 

.formal Ttagn tiattoo s on fawda- 

'xuenfel reform of the Common 
Agflcultaral Policy. Page 2 


i ii i -hne regional hid 

: Japanispressing ahead with its 
plan-for a regional emergency 
ftmdio deal with currency crises 
in Asia in spite of reservations 
from the US and Europe. Page 6 - 


. "Hie Enropean Union win this 
Thursday launch its appeal 
agamstthe-WTO rating that the 
BU’s^an on imports of beef 
cdntahdng hormones breaks 
trade roles. Page 5 -. 


DonorS to the Palestinian 


to rethink their strategy since a 
bt of their work is being under- 
mined by closures and Israel’s 
pniHry nf withholding revenue 

transfers to the PA. Page 9 


Ukrabw ponders new Bl 

Victor Yushenko, head of the 
'T jtqjnfan central Iwnfc «aW a 
■ ffis^reanent with the IMF on 
' th£l998 budget deficit might be 
solved by commitments to fur- 
ther structural reform. Page 4 


Italy's plan to privatise its state 
motorway system suffered a set- 
bade which could delay the 
JL4,®0bn ($2L54hn) selkrfF until 
well into next year. Page 3 

ttwd currency curbs 

The Russian central bank wiD 
bantheuse of hard currency for 
cashand credit card payments 
' fiumNovmnber 1 as part of a 
campaign to strengthen the rou- 
We. PageS 


Sevenpeople were killed and 
more than 300 injured when a 
. commuter train collided with two 
can firm another train in a 
Manila suburb. 


! Algeria's prime minister Ahmed 
OuyaWa denied any government 
contact with the Mamie Salva- 
tkm FroDt, the banned funda- 
mentalist party. Page 9 

EU to end UK Isolation 

The European Commfaacn is 
ejected, this week to outline 
. measures ending Britain 's isola- 
tion within the EU on social 
issues, page 3 


Turkish general Vural Avar said 
the arinedfoirces needed to speed 
tldOhn on miTitaT y har d w a re over 
25 to a0 yearc. PBgc 4 : 


The Czech koruna’s depreciation 
in May Ik feeding thmngh into 
better frade figures. Page 3; 
Currencies, Page 27 
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BUSINESS NEWS 


Union competition 
commissioner Karel Van Miert 
will not compromise on his condi- 
tions for the alliance between 
British Airways and American 
Airlines. Page 5 

Vaba, the DOsseldoxf-based 
industrial conglomerate, is seek- 
ing an alliance with a US group 
in its ffedg Hn g tdecommnnfca . 
tions business. Page 19 

Etoctrabal, the Belgian utility, 
yestenlay blamed regulatory 
price cuts and taxes for a disap- 
pointing L4 per cent rise in firet- 
half profits to BFri730bn 
(3490m). Page 18 


Central European i 
Enterprises, leading mmtni»r ria1 

television operator in central and 
east Eurppe, has acquired a 
majority stake in Hungarian 
broadcaster TV3. Page 19 


the Norwegian 
shipping group, and UK-based 
London & Overseas Freighters 
are to merge in a 3100m deal 
Page 18 


the Japanese 
inve stment bank, has become the 
UK’s largest pub landlord with 
the acquisition of two chains 
owned by Fester’s of Australia 
and GrandMet of the UK. Page 
17; Lex, Page 16; UK Companies, 
Page 22 

Kfal motor group’s Twain rmitR 
have filed for special court pro- 
tection in a final bid to prevent 
hanir creditors dismantling South 
Korea’s eighth-largest congtomer- , 
ate. Kia has debts of WonlO^OOtm 
(3LL3bn). Page 17 

1nV>mo*i BroUwrs, the US 


investment bank, has teamed up 
with Shanghai Industrial Invest- 
ment (Holdi ngs), a b usiness arm 
of the city government, in a joint 
venture asset management com- 
pany. Page 20 

MCA, the international rating 
agency, is joining forces with 
international partners to set up a 
credit rating company in China. 
Page 6 

Eurotunnel has expressed 
surprise that the UK government 
is taking a tougher line on a deal 
to extend its operating ficence to 
2086. Page 17 

Foriws, US business magazine 
publisher, is planning to launch 
an international edition in 
March. Page 21 

PLOT workers defied a 
gove rnm ent order to end their 
strike at the Philippines’ largest 
telecoms company. Page 20 

htco, the Canadian mining' 
group, said environmental pro- 
tests win delay initial production 
at its Voisey’s Bay nickel mine 
until at least 2000. Page £L 


of the US 
has made a mrdti-miQuxi dollar 
deal with the UK’s Advanced 
Telecomnnznlcatkms Modules for 
ATML's technology to be built 
into Hayes personal computer 
modems. Page 12 

Aofcf, the Japanese construction 
contractor, moved to cghnmar - 
Ket fears about its creditworthi- 
ness after its share price plunged 
39 per emit Page 20 
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Reuters set to 
provide share 
prices and news 
on the internet 

Reuters, the UK media co mpany , 
is to provide news reports and 
share prices to European retail 
investors an tiie internet. The 
data was previously open to 
financial institutions, but will 
now be available online for a few 
dollars a month. Page 16 


China pledges continued reforms and presses WTO bid 


has made a breakthrough in 

the manufacture of computer 
chips by using copper - instead of 
aluminium - for the wM»fa»lTir cir- 
cuitry linking transistors on a 
semiconductor. Page 17 


Beijing gives 
state sector 
three years 
to halt losses 
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By John RidiSng in Hong Kong 

Zhu Rongji, China’s top economic 
official, yesterday set a target of 
three years to revi ve most loss- 
making state-owned enterprises 
and committed Beijing to contin- 
ued reform and liberalisation. 

Speaking oo the eve of a visit 
to Bering by Robert Rubin. US 
Treasury secretary, Mr Zbu also 
signalled China’s determination 
to join the World Trade Chganisa- 
tion. 

He proposed to reintroduce 
incentives for imports of equip- 
ment by foreign companies, 
apparently tinMng the move to 
progress on WTO membership. 

Mr Zhu, who was elevated last 
week to the number three posi- 
tion in China’s Communist party 
politburo, told an audience at the 
IMF/Warid Rant summit in Hong 
Kong: “China’s economy 1ms not 
been so good for many years." 

He forecast growth of 8 per 
cent a year until 2000 and 7 per 
cent for the following decade. 

Mr 22m expressed confidence to 
the face of the daunting chal- 
lenge of reforming the state- 
owned sector, identified as a pri- 


ority at this month’s 15th Com- 
munist party congress. But he 
spoke of “an urgent need to set 
up a new investment system in 
which the roles of government 
and enterprises are separated”. 

The vice-premier described as 
“irreversible” the policies of 
openness and reform which have 
underpinned China’s recent 
growth. He said China had made 
“enormous efforts" to join the 
WTO, citing cuts in tariffs and 
duties, and claimed it was 
“unreasonable to make excessive 
demands" over its WTO bid. 

The US has demanded more 
progress in areas including mar- 
ket access and intellectual prop- 
erty protection. Failure to narrow 
differences has prompted officials 
on both sides to play down the 
prospect at significant progress 
by the time President Jiang 
Zpmm visits the US next month. 

In an apparent enticement to 
foreign businessmen. Mr Zhu sig- 
nalled that nhfafl was willing to 
reintroduce tax incentives for 
equipment imparts which were 
scrapped last year. “We have 
received suggestions that we 
should continue that kind of 



Forecast Zhu Rongji in Hong Kong yesterday 


exemption.” he said. “As for the 
timing , it is not for me to decide. 
It is to be decided by member 
states of the WTO." ' 

Between the be ginning of 1994 
«n<t the end of last year, China 
received more than $100bn of 
investment, about double the 
level of the preceding decade. 
The trend has shown signs of 
reversing, however, with con- 
tracted foreign investment falling 
in the first half of 1997 to 32331m. 

Mr Zhu said C hina would con- 


tinue to open domestic finanriai 
and industrial markets in a "step 
by step” faghhm. He cited plans 
to increase power generation anH 
to install «Qm telephone switch- 
boards. He said foreign banks 
would increase access and more 
licences would be g i ve n to for- 
eign insurance companies, with 
the next licences issued to a Brit- 
ish and an Australian company. 


Japan poshes Asian rescue fund. 
Page 6; World economy. Page 15 


IMF warns European banks over euro 


By Robert Chote, Economic s 
Editor, in Hong Kong 

The future European Central 
Bank might have to assume 
greater independent supervisory 
powers o ver banks after the 
Introduction of a European sto- 
gie curre ncy, the International 
Monetary Fund warned yester- 
day. 

If Europe does not restructure 
its linking system after Bum- 
peon monetary union (Emu), 
financial problems may build up 
in some fasU tot inns that require 
government intervention, the 
IMF said in its latest report on 
international c ap i t a l markets. 

The IMF warned that the intro- 


duction of the new single cur- 
rency, the euro, would increase 
cross-border competition In 
h«"iting. This would require con- 
solidation and restructuring in 
the industry. 

“Unless structural reforms are 
implemented across European 
banking markets, there is a risk 
that local market power, rigidi- 
ties in labour practices, public 
ownership structures and other 
long-standing features could 
delay or prevent these pressures 
from having the desired effects," 
the report said. 

The report added: "Under 
existing plans, situations could 
arise in which national supervi- 
sory authorities would have 


information about the solvency 
of a particular Institution that 
for practical reasons it [the 
national authority) may be 
unwflltog or unable to provide to 
the ECB.” As a result, the I MF 
argues, the ECB might have to 
take on a greater independent 
supervisory capacity, as Emn- 
wfde markets evolve. 

The IMF also wanted about the 
dangers of greater financial mar- 
ket volatility in the nm-up to the 
proposed launch date of the euro 
an January 1 1399 - particularly 
if there were delays or disagree- 
ments about membership of 
Emu. 

“With currency valuations 
now anchored largely to a single 


event, the current environment 
of low volatility, appreciated 
peripheral currencies and i n to- 
est rate convergence is a delicate 
situation that could change 
markedly between now and the 
start of Emu.’* it said. 

But the analysis added that a 
prompt announcement of how 
the successor to the European 
exchange rate mechanism would 
work for those countries which 
did not participate in the first 
wave of Item could reduce the 
risk of turbulence. The 
n wm mw eem^n t should be made 

Continued on Page 16 
Preparing for Emu, Page 2 
World Bahk/IMF meeting. Page 6 


Coopers 
and PW 
propose 
single body 
in merger 

By Jbn KeUy in London 

The merger plan being drawn up 
by accountancy firms Coopers & 
Ly brand and Price Waterhouse 
envisages one large organisation 
rather than separate autonomous 
business units under anumbre Ha. 

Senior executives working an 
the confidential details of the 
proposed merger, announced last 
week, are thought to prefer a 
series of global practices wi thin 
one single organisation 
with 135^X10 staff and 8£00 part- 
ners. 

It is understood the new firm 
wfll be run by a global board 
comprising four partners from 
each founding firm. The top two 
positions win go to the heads iff 
the two merging global firms, 
both foam the US. The senior 
partners of Goopera and PW to 
the UK will also have, places on 
the board. . . 

Mr Jim Schiro. head of PW 
globally and the firm's protec- 
tive chief executive, was flying to 
Europe yesterday to talk to part- 
ners about the merger. 

It is understood that voting an 
the plan will take place before 
the end of the year. One internal 
memo says “the merger is pro- 
posed to become effective and a 
global timetable to implementa- 
tion agreed on January l 
1998". 

About 600 of Coopers' UK part- 
ners were briefed on the plan yes- 
today. Despite confidentiality 
agreements, some details were 
emerging. “Everyone is adamant 
that tins will be one organisation 
and we are aft in it together - 
both sides have always had that 
vision." said one executive. 

In seektoff.bne large’ firm, the 
two sHtehamjntteeiBdrtbe model 
pioneered by Andersen, the US- 
based organisation that split into 
two business units to focus on 
different markets in the 1980s. 

to spite of its success in gen- 
erating income and leading the 
so-called Big Six league table. 
Andersen has been plunged into 
confusion because of turf wars 
between the two units. 

Partners advocating the merger 
say one organisation will make 
the new firm more easily man- 
ageable. 

Voting will take place at each 


Continued on Page 16 


Nationalists gain in 
Serbian election 


By Quy Dtomore to D d flnria 

Serbia’s ultra -nationalist 
opposition Radical party appears 
to have made s tr on g gains in the 
Yugoslav republic’s parliamen- 
tary and presidential elections. 
There were indications the ruling 
Socialist coalition would struggle 

to muInHrtn Jtg aWm w^jwi ly in 
the 256seat assembly. 

With two-thirds of Sunday's 
votes counted, some analysts said 
the leftwing affiance led by Yugo- 
slav' president Slobodan Milos- 
evic might win fewer than 120 
seats, followed by the R adicals 
with around 90 and the pro- 
monarchy Serbian Renewal 
Mov ement a distant third. 
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The ruling coalition held 129 
seats in the previous parliament 
and the Radicals 39. 

Diplomats cautioned it was 
impossible to predict the final 
outcome because at a system of 
proportional representation 
weighted to favour of the Social- 
ists, whose unbroken rule 
stretches back to the second 
world war. Official results are 
not expected until tomorrow. 

Stojan Cerovic, a commentator 
for the independent magazine 
Vreme. said the Socialists had 
failed to recover from last win- 
ter's mass protests triggered by 
thp government's annulment of 


Continued on Page 16 
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European banking made by WestLB. 


The opportunities offered 
bythe euro ere rfiaflenging 
decision makers across 
Europe. WestLB is well 
prepared to help you 
succeed in this complex 
task. 

Based on its presence in 
most European countries. 
WestLB is one of the 
truly leading banks m 


Europe. Whan it comes 
to modifying financial 
strategies and converting 
systems to the euro, be 
sure to benefit from our 
expertise. 

For updated Information 
about WestLB and the 
euro, simply visit us on 
our Web site under 
http7Awvw.westlb.com 
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German chancellor ‘all smiles’ as CPU result in Hamburg election boosts his confidence in coalition’s future 

Kohl takes heart from SPD vote slump 


By Peter Norman in Bonn 

Zt says much for the 
complexity of German poli- 
tics that the nearest thing to 
a winner in Sunday's Ham- 
burg election was the envi- 
ronmental Green party 
which added only marginally 
to its votes and will be the 
smallest of three parties in 
the city state's new parlia- 
ment. 

The poll's outcome was 
dreadful for the Social Demo- 
cratic party. Although still 
the biggest party in the 
assembly, the SPD suffered 
its worst result in Hamburg 
since the second world war 
and lost a pliable coalition 
partner in the shape of the 
Statt party, which foiled to 
win the necessary 5 per cent 
of the votes to enter the leg- 
islature. 

The decision of Henning 
Voscherau, the city's govern- 
ing mayor, to stand down 
after the defeat has cost the 
SPD a leader who was more 
popular than the party in 
the state and an important 
figure in the difficult negoti- 
ations On tax and financial 
reform with the government 
in Bonn. 

While Helmut Kohl, the 
financial times 
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German chancellor, was all 
smiles yesterday because ills 
Christian Democratic Union 
had boosted its share of the 
vote to 30.7 per cent from 
25.1 per cent in 1893, the 
CDU recouped only slightly 
more than half Its losses in 
the previous state election. 
Despite the return of disillu- 
sioned middle-class Statt vot- 
ers to the CDU fold. Ole von 
Beust, the CD IPs amiable 42 
year old candidate, was 
unable to match the 34JJ per 
cent poDed by the Hamburg 
CDU in the 1994 German 
general election. 

Although Mr von Beust 
yesterday proposed coalition 
negotiations to the SPD, the 
Greens will seels to be the 
Junior partner in the next 
state government. The 
departure of Mr Voscherau, 
who made clear he would 
hate to head a Red-Green 
administration, should wt a h e 
it easier for Krista Sager, the 
leader of the Hamburg 
Greens, to negotiate a pact 
with whoever emerges as 
SPD leader. 

Wolfgang Gerhardt, 
national leader of the small 
Free Democrat party, was 
dismayed yesterday at the 
FOP'S failure to clear the 5 


Germany: political mauioeiinnlnti 


Hamburg el ecti on results 

Party % share of 
vote* si 1997 


Countdown to the German general election 
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per cent hurdle. Hamburg 
was a “bitter defeat, there's 
no getting away from It," he 
said. The party had suffered 
a reverse compared with last 
year when it recovered from 
near oblivion in three state 
elections. 

For some hours after the 
polls closed all democratic 
parties were traumatised as 
computer projections 


suggested that the far-right 
neo-Nazi Deutsche Volksu- 
nion CDVU) would be repre- 
sented in the assembly. 
While its narrow defeat, 
with 4.97 per cent of the 
vote, brought expressions of 
relief, the DVD's ability to 
win 12 per cent of the male 
blue collar vote and still 
more of young manual work- 
ers raised painful questions. 


Were voters turning away 
from the established parties 
because of high unemploy- 
ment, uncertainty over the 
future of the welfare state 
and the parties' tendency to 
squabble endlessly and block 
each others’ efforts to reform 
the German economy and 
society? 

Infratest dimap , a Berlin- 
based political research 


institute, concluded yester- 
day. that the legislative dead- 
lock and party political 
antics in. Bonn did not influ- 
ence the Hamburg result, 
instead, it reflected the fail- 
ures of the city’s SPD-led 
government Although Ham- 
burg is one of Germany’s 
richest regions, ft has above 
average unemployment of 
IS .2 per cent; has experi- 
enced a sharp Increase in 
immigration; suffers from 
rising crime, and has a 
frightening drug problem 
which the police -seem 
unable to control 

By campaigning on law 
and order, Mr Voscherau 
sought to harness the pub- 
lic’s concerns. Yesterday, he 
spoke of the mood of “brute 
anger" among the electorate 
unparalleled in SO years of 
politics. 

Although the Hamburg 
result reflected local con- 
cerns, it is sure to have & 
wider impact on German pol- 
itics. The FDP. the Junior 
partner in Mr Kohl’s Bonn 
coalition, must again worry 
whether it can dear the 5 
per cent hurdle in the Ger- 
man general election of Sep- 
tember 27 next year. 

The ODD’S result in Ham- 


burg was a morale boost for 
Mr Kohl 1*0 was confident 
yesterday *hnt his coali t io n 
would win next year- But the 
FOP’S defeat in Hamburg is 
just as likely to unleash 
strains Inside his quarrel- 
some three party govern- 
ment The SPD must ask 
whether it can gain from 
competing with the CDU on 
traditionally CDU issues. 
This is especially releva nt to 
Gerhard Schrfider, the SPD 

primp minister of LoWBT SaX- 

ony and the man most often 
tipped to stand a g a ins t Mr 
irnhT , who has shifted to tbe 
right an law and order and 
economic issues this year. 

finally Mr Schroder may 
have to ponder the implica- 
tions of Mr Voscherau's res- 
ignation.' t hfe followed a dec- 
laration by the Hamburg 
mayor that he would step 
down if his share of the vote 
dr opped below an unspecif- 
ied “pain threshold”. Mr 
SchrOder has said he will not 
stand for the SFD in the gen- 
eral election if his share of 
the vote in next March’s 
Lower Saxony poll drops 
two percentage points below 
the 4-L3 per cent he polled 
in 1994. 

Editorial Comment, Page 15 


Fund managers gear up for big changes 

» When UK (/ m . • , - Dies issuing bonds to « 

fund manag- Conservative Europeans may invest more m equities after monetary union finance, mis shift woi br 


jVj. When UK 
fund manag . 
ers talk about 
European 
equities they 
exclude UK 
stocks. Yet 
most believe 
Preparing ^at their 

^ Emu faces pro- 
found 
changes in the run-up to 
European monetary union. 

A single currency is expec- 
ted to lead to a different 
ownership structure for 
European companies, to cre- 
ate a more diversified bond 
market and to accelerate 
consolidation in the indus- 
try. 

The most significant 
changes could take place in 
asset allocation. In his 
research paper “Don’t 
Weary. It is only a Revolu- 


turn!", published in May, Jan 
Mantel a senior fond man- 
ager, argues that Emu will 
accelerate tbe move towards 
cross-border ownership. 

His research for Merrill 
Lynch, the US investment 
bank, found that European 
pension funds invest 
between 70 per cent and 90 
per cent of their assets in 
home markets. Currency 
risk and pension rules 
demand funds cover their 
liabilities with investments 
in the same currency. Emu 
will mean German pensions 
can be matched by French 
income and vice versa. 

Mr Mantel argues that this 
shift will not only lead to 
changes in ownership but in 
the way a fund measures its 
performance. He believes 


domestic benchmarks such 
as the UK’s FTSE All-Share 
will make way for a pan-Eu- 
ropean index with managers 
asked to beat the average for 
the continent. 

Such shifts will lead to 
fundamental portfolio 
changes as domestic inves- 
tors include a broader range 
of industries- Tim Steven- 
son. head of European 
equity team at Henderson 
Investors, an independent 
UK fund manager, realised 
how significant this shift 
could be when he was asked 
to give a presentation to a 
large Dutch pension fund a 
few months ago. 

The fund, which wanted to 
know bow it could prepare 
for Emu, was told that “the 
changes that are going to 




happen are enormous”. 

A typical Dutch investor 
has about 32 per cent of his 
domestic equity invested in 
oil stocks, mainly because of 
the dominance of Royal 
Dutch/Shell in the Dutch 
index. In Henderson’s defini- 
tion of a “broad Emu.” hand 
of 10 member states the oil 
sector accounts for just ll 
per cent (of equity holdings). 

A shift away from a 
domestic to a pan-European 
benchmark would also push 
tbe Dutch into the pharma- 
ceuticals market, which 
accounts for 11 per cent of 
European shares but nothing 
in the Netherlands. 

Georg Inderst, Italian head 
of fixed-interest investment 
at Foreign 9t Colonial, 
believes there will also be a 
gradual convergence in 
investment practices across 
European countries. 

The situation, where UK 
fund managers typically 
hold 70 to 80 per cent of their 
portfolios in equities while 
their German counterparts 
own just 10 per cent wfll not 
outlive monetary union, 
“Over the next 10 years you 
can see European institu- 
tions, particularly from the 
more conservative countries, 
move up to 25 to 30 per cent" 
in equities, he says. 

This shift of ownership Is 
a potential gold, mine for 
investment banks who aim 
to control this cross-border 


ebb and flow. Such growth 
prospects will also accelerate 
the takeover wave in the 
industry, according to Mr 
Mantel. Some changes have 
already taken place. Fund 
managers and investment 
bank research analysts have 
started to measure individ- 
ual company performance an 
a pan-European or global 
scale. Id the UK chemicals 
group, is typically compared 
with Germany’s Hoechst, for 
example, rather than its UK 
peer group. 

Gartmore, the fund man- 
ager owned by National 
Westminster Rank, has reor- 
ganised its research team 
and appointed a global head 
of research. Andrew Flem- 
ing, the recently appointed 
bead of equities, argues that 
the new structure with a sin- 
gle equity department will 
make it “easier to address 
the .issue of a single cur- 
rency” when it arises. 

Equities are not expected 
to be the only asset type to 
be profoundly changed by 
Emu. Convergence will bring 
to an end the ability to bet 
on the differences between 
bond prices. 

This will prompt fund 
managers to look for other 
kinds of bonds to div ers ify 
their portfolios, Mr Inderst 
at Foreign & Colonial- says. 
He forecasts “the develop- 
ment of a quasi junk band 
market” with more compa- 


nies issuing bonds to raise 
finance. This shift will bring 
Europe into fine with the 
US, where a highly devel- 
oped high-yield corporate, or 
junk, bond market already 
exists. 

Mr Inderst also predicts a 
surge in emerging market 
bonds, particularly in east- 
ern Europe. A single cur- 
rency will end the currency 
risk of the participating 
countries. 

One fund manager who 
spe cialis es in stock rather 
than currency selection said 
this meant he had a “lot less 
to worry about”. 

Markets already appear to 
be working an the basis that 
monetary union in some 
form will go ahead on Janu- 
ary L 1999. However, many 
UK fund mangers believe the 
UK will not enter until much 
later. “We are working on 
the basis that UK will not go 
in on first wave,” says Mr 
Fleming at Gartmore. 

Some in . the industry 
argue that this attitude 
partly explains why UK fund 
managers appear less geared 
up to change than their con- 
tinental counterparts, j 

Mr Fleming at Gartmore 
denies any suggestion that 
UK houses, the largest and 
most developed in Europe, 
are in danger of being left 
behind by the advent of 
Emu, With the potential for 
change, the UK industry 
cannot afford to do so. 

Jane Martinson 


Reform 
of CAP 
divides 
ministers 

By Michael Smith 

in Brussels 

European farm ministers 
were yesterday sharply 
divided as they launched for- 
mal negotiations an funda- 
mental reform of the Com- 
mon Agricultural Policy. 

jochen Borchert, German 
farm minister, emphasised 
his country’s opposition to 
the reforms by criticising 
budgetary changes which 
will erode the sharp division 
between funds to support 
the market and those to pro- 
vide assistance For under- 
developed areas. The Dutch 
and Belgian ministers 
expressed similar concerns, 
although both countries are 
less hostile to the reforms 
than Germany. However. 
Annika Ahnberg. Swedish 
agriculture minister, said 
that the existing system did 
not allow enough scope for 
rural development. 

Sweden and the UK sup- 
port CAP reforms which are 
seen as essential by the 
European Commission, the 
European Union’s executive, 
if the EU is to be able to 
I accept five new central Euro- 
pean members and Cyprus 
into membership early in the 
next century. 

Without reform, the Com- 
mission argues, the CAP, 
which alreadv accounts for 
nearly half the EU budget, 
will take up unacceptable 
amounts of money. Under 
the proposed changes form- 
ers would suffer foils in the 
support prices for beef, cere- 
als and milk of up to 30 per 
cent but would be given 
direct payments, not linked 
to the market, as compensa- 
tion. 

Yesterday's discussions 
centred on rural develop- 
ment and were the first in a 
series planned for ministers 
as the Commission attempts 
to agree a common line 
ahead of a summit of Euro 
pean prime ministers in 
November. 

The Germans. Belgians 
and Dutch are concerned 
about a Commission pro- 
posal to shift some of the 
responsibility for spending 
on the rural economy away 
from a “structural fund”, 
which comprises a range of 
grants and subsidies used to 
promote under-developed 
areas, and into a “guaran- 
tee” fund used to support 
the market 

Franz Fischler, agriculture 
commissioner, said the pro- 
posed budget changes would 
enable the rural support 
funds to be applied to more 
regions as well as allowing 
more flexibility. 

He said the regions most 
dependent on agriculture 
had the lowest development 
rate and the lowest per cap- 
ita income in the EU. 


23rd September 1997 

National Day of the 
Kingdom of Saudi Arabia 

In the last twenty six years, the Kingdom of 
Saudi Arabia has, with the help of God, successfully 
undertaken a development programme of unique 
dimensions, expanding its industrial base and providing 
its people with free healthcare, free education to 
university level and a range of other welfare benefits. 


INTERNATIONAL ECONOMIC INDICATORS: BALANCE OF PAYMENTS 


Trade figures are given in bWoos of European currency ra*3 {Ecu). The Ecu exchmge rata shows the number of national currency rants per Ecu. The normal effective 
exchange rate is an Index with 1985-100. 
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m addition, the Kingdom has provided an 
unprecedented annual average of 5.5% of its 
gross national product in financial assistance 
to more than 70 other countries in the 
Islamic world and beyond. 


For further information, contact; Ministry of Information, PO Box 570, Riyadh 11161 
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NEWS: EUROPE 


Solidarity alliance set to take power 


V .:.VJ^'*; '-v 

TheEuropean Commission fa expected thfa week to 
authnsmeasures ending Britain’s isolation within the 
. European Uhlan 

, ThfiComimssIon win adopt proposals for extending to 
■ .twuK two directives laying down common roles for 
:•' parental leave and for works councils at places of 
? i^raplbyment.- • . - 

. .Ha last British Conservative government refused to 
accept Q» 1992 Maastricht Treaty's social chapter, which 
a i me d to est ab li sh fundamental ri gh ts for workers 
throu^iont the EU. The Labour government elected last 
r May^agreed to end the UK's so-called opt-out 
. Extension, of the works council measures to the UK will 
require large companies to consult workers more fully if 
-they have 1,000 employees, inriteWwg iso in each of two <ar 
: i?ore inmnber states. Michael Smith, Brussels 

» BOSNIA CLASH 

Serb rivals open fire 

Rival groups of Bosnian Serb police rTachtv^ yesterday in 
hdffihem Bosnia. One man was reported slightly wounded 
i n the sh ootmg at Tromedja, near the Prnjavor police post 
seized by supporters of President Bfijana Plavsic on 
Sunday. ; .' . 

>■ Botfice sources, said poHce loyal to Radovan Karadzic, ' 
Mrs. Plavsic's opponent, and led by a deputy interior 
minister were intercepted on their way to try to regain 
'CQdIfdL ■* 

_ : Prnjavor Is strategically important ftte ice it straddles the 
: road linking western and eastern territories held by the 
Bosnian Serbs. “If Prnjavor goes that’s a good sign," said 
a flfcfiqr western afficdaL“That means that most of 
northern Bosnia would go to Plavsic. Probably Karadzic 
would lose control of northern Bosnia which contains 
moirtofthe ISert>] population.". . Reuters, Banja Luka 

.• Javier Solana, Nato secretary-general, yesterday gave 
bis strongest hint yet that the internati onal community 
wicafid maintain a military ground force in Bosnia after 
th& existing mandate expires next July. 

:.V“We haye an agreement in Nato for SFOR (the Nato-Ied 
Stabilisation Force) to stay until mid-July. We are going 
to stick to that, but that doesn't mean that as that tima 
approaches something may change.” Mr Solana said 

Reuters, Brussels 

M CZECH TQADE . 

Koruna’s fall brings relief 

TheCzech koruna's depreciation in May is increasingly 
feeding through into better trade figures. In August the 
deficit narrowed to Kfia§2bn ($254m) after a revised 
defidtof K£l<L99bn in July and one of KSl3.7bn in August 
1996, In May the koruna depreciated around 10 per cent on 
worries over the current account deficit, which reached 
ae per cent, of GDP in 1996. 

Exports in August were up 26.4 per cent year-on-year to 
-K&S5.7b& because of the depreciation and stronger 
demand abroad, especially in Germany. Analysts said 
investment pr ogrammes were also beginning to have an 
impact and that there was a growing share of higher 
value-added exports such as machinery and transport 
equipment • 

. Imports rose only 1L7 per cent year on year to 
KC64^hn, restricted by. the general slowing of the 
economy under the impact of the central bank’s . 
restrictive monetary policy and the government's twin 
au st e rity, packages. -Although wages are continuing to < • 
grow rapidly, disposable income has been hit by higher 
rantanri utility bills. 

-■ Analysts said the figures were better than expected and 
forecast a full year deficit of around K2l40bn, down from 
KCISSbn in 1996. Boris Gomez of ING Barings said: “It is a 
verypositivB result The fall impact of deval uation is only 
now being .realised.” Robert Anderson, Prague 

■ AIRUNE SUED 

Anns claim In El AJ crash 

Snrvto tgy of the El A3 cargo Jet which crashed into an 
Amsterdam apartment block in 1992 are taking the Israeli 
airline and the Dutch government to court in an attempt 
to establish whether it was carrying dangerous material 
, Prosecutors last month concluded, that nothing, was amiss 
with Ihe Waybills far the Boeing 747. but did not make 
jttempuhlic, • ' 7 

The accident, which killed 43 people, has brought 
• p im>bitent afi<Y a *i nn,s that two .varying sets of freight 
f documents existed, and that missiles were being carried. 

El A£ said military parts were on board but not 
explosives, and that in common with other 747s. the 
atrcxaft contained depleted uranium as ballast for its 
wings. 

.Kesldezti&qf thie Bflhner housing estate, where the jet 
came doriia just after take-off have since complained of 
chronic fitnesses and abnormal births. The injunction 
they are seeking is the latest in a spate this summer 
involving Schipbol airport, where El Al has been among 
carriers attempting to overturn curbs on traffic imposed 
because of noise poUnti on. Gordon Cramb, Amsterdam 


By Anthony Robinson and 
Christopher Bobbisfd 
-in Warsaw 

The victors of Poland's 
- parliamentary elections on 
Sunday are due to start 
" coalition talks today, after 
I . an unexpectedly strong 
I- showing by antj^nnwrinn<«t 
Solidarity parties paved the 
way for a change of govern- 
ment 

Both the Warsaw stock 
exchange and the foreign 
exchange market reacted 
positively to the exit polls 
and early results. 

Tbe 34 per cent vote 
gained by the Solidarity 
Electoral Alliance (AWS) 
exceeded opinion poll fore- 
casts and put it well ahead 
of the former Communists of 
the Democratic Left Alliance 
(SLD), which lost its former 
leading role and came in sec- 
ond place with 26 per cent 

A strong showing by the 
pro-business Freedom Union 
(UW) with over 13 per cent, 
and a lower vote for the 
farmers’ party (PSL) and for 


Russia to 
curb hard 
currency 
payments 

By Chrystia Freeland 
in Moscow - 

The Russian central bank 
will ban the use of bard 
currency for cash and credit 
card payments within the 
country from November 1 as 
part of the government’s 
campaign to strengthen the 
Russian national c u rrency. 

Although cash payments 
in hard currency were out- 
lawed three years ago. in an 
effort to halt the dollarisa- 
tion of the economy, credit 
card payments in foreign 
currencies have been permit- 
ted. Alexander Turbanov, 
deputy chairman of the cen- 
tral bank, said the decision 
was prompted by the grow- 
ing stability of the rouble 
against toe dollar and toe 
decline in hard currency 
payments in Russian shops. 

The new rule will not 
affect duty free shops or pre- 
vent people from opening 
bank accounts in hard cur- 
rency. However, the central 
' bank ‘recently warned banks 
it plans to tighten toe roles 
regulating withdrawals of 
cash in hard currency from 
hard currency accounts. 

The decision could also 
complicate life for Russian 
shops and their customers. 
Although inflation hag been 
brought down from its giddy 
heights of a few years ago, it 
is still relatively steep with 
consumer prices rising by 
14.7 per cent in August year- 
an-year. 

As protection against this 
rise, many shops do not 
-express prices in -roubles, 
prefering to use “theoretical 
units", equivalent to 1 US 
do llar, and then charge cus- 
tomers in dollars if they pay 
with credit cards. The cen- 
tral bank’s new rule comes 
at a time of steady work by 
the Kremlin to improve toe 
reputation of Russia’s once 
jittery national currency. 

Under the careful steward- 
ship of the central bank, this 
year the Russian rouble has 
fallen by just over 5 per emit 
a gains t the dollar, although 
this amounts to an apprecia- 
tion in real terms. 


TO THE GENERAL PUBLIC 

The - attention of the African Export-Import Bank 
('^A^iBximbank // or the "Bank") has been drawn to 
documents purported to have been issued by the Bank and 




The General Public is hereby warned that the Afreximbank 
DOFS MOT hold and has never held deposits or accounts, 
except those related to specific transactions the Bank itself is 


All 'important and valuable messages, including Statement 
of . Account . Confirmations, are transmitted by way of 




All" queries arising from this Release should be addressed 

to:. ; -v. •• 

• PRESIDENT 

' - ; African Export-Import Bank 

.. World Trade Centre 
• " • ■* 1191 Comiche elNil Street 

P.O.Box 404 (Geziia) 

7 ' 7 - CAIRO, Egypt 

7:to-77':,:;7 ' : ;7 7 . Tel: (20-2) 5780282 
: Fax: (20-2) 5780276-9 


nationalistic rightwing par- 
ties raised hopes for the con- 
struction of a stable reform- 
ing coalition between the 
AWS and tbe Freedom 
Union. Above all. the provi- 
sional results eliminated 
fears of a hung parliament 
and reduced the risk of 
lengthy negotiations 
between many coalition part- 
ners and unstable coalitions. 

In response to these gener- 
ally positive factors the War- 
saw stock exchange WIG 
index rose 03 per cent on 
the day, while the central 
bank reportedly intervened 
to sell zlotys and prevent a 
surge of foreign buying forc- 
ing up the exchange rate and 
making life harder for 
exporters. The zloty closed 
03 zlotys higher against a 
basket of five currencies. 

Later, however, Janusz 
TomaszewBki. deputy leader 
of the AWS, said that his 
party, a coalition of 36 anti- 
communist groups with a 
strong trade union core, 
would also enter preliminary 
coalition talks with the PSL 



Solidarity leader Marian Krzaklewski and party supporters celebrate their majority 


and the rightwing Movement 
for the Reconstruction of 
Poland (ROP). The aim 
would be to explore toe pos- 
sibility of a broader coali- 
tion, which would further 
isolate the ex-Communist 
SLD. 


Under toe new Polish con- 
stitution, the president nom- 
inates the prime minis ter 
after discussion with toe 
parties. Yesterday the presi- 
dent, Alexander Kwas- 
niewski, suggested tbe best 
candidate would be Leszefc 


Balcerowicz. He is the leader 
of the Freedom Union and 
the architect of Poland's suc- 
cessful 1990 economic stabi- 
lisation plan, which set 
Poland on its new course of 
economic reform. 

Mr Tomas zewski empha- 


sised that proper negotia- 
tions could only start once 
official election results were 
known. Up to now all calcu- 
lations have been based on 
exit polls and voting pat- 
terns in representative elec- 
toral wards. Full results are 
expected on Wednesday. 

The relatively poor show- 
ing by toe SLD, whose share 
of the poll rose from 20 per 
cent in 1993 to nearly 27 per 
cent on Sunday only to fece 
loss of power and possible 
isolation, is ominous for the 
ruling ex-Communist party 
in Hungary, which faces 
elections in spring. 

Hungary is emerging from 
a 30-month austerity pro- 
gramme that cut living stan- 
dards by 20 per cent but 
shifted resources into 
exports and headed off a 
looming budget and foreign 
debt crisis- Until now Gyula 
Horn, the premier, hoped a 
return to growth and slowly 
rising Incomes would offset 
the harsh memories. 
Solidarity's second chance. 
Page 14 


Setback for Italy motorways sell-off 


I By James Bfitz in Rome 

The Italian government's plan to 
privatise the Autostra.de state motor- 
way group suffered a setback which 
could delay the L4,400bn <$2.5bn) 
sell-off until well into next year. 

Although Iri. the state holding 
company, recently pledged to sell 
Autostrade by toe end of 1997, tech- 
nical objections to tbe sale from one 
of the government's justice depart- 
ments have since blocked all prog- 
ress. 

The Corte dei Conti, the public 
accounts watchdog, is refusing to 
grant a request from toe government 
that the newly-privatised company 
should have a “concession" to ran 


toe motorways for the next 40 years. 

Citing European Union competi- 
tion law, the Corte has argued that 
toe licence must be reviewed in 2018 
to allow other companies to compete 
in the running of the motorways if 
they wish. 

The Italian Treasury and In have 
formally objected to the Corte’ s deci- 
sion and a final verdict on toe issue 
is awaited. 

But government officials associ- 
ated with the proposed sale yester- 
day warned that the Corte will have 
to give its go-ahead in the next few 
days if the privatisation is to be com- 
pleted by toe end of the year. 

The officials argued that toe newly 
privatised company would have to 




make a significant investment in the 
development of tbe motorway sys- 
tem , especially on the stretch 
between Bologna and Florence. 

However the new company will 
need to be assured that it can oper- 
ate motorway tolls throughout Italy 
for toe next 40 years before it goes 
ahead with such an investment. 

In recent weeks, the Treasury has 
been working to establish a core 
group of shareholders who would 
acquire up to 30 per cent of tbe com- 
pany. 

A group of investors from the 
northern Veneto region - among 
them the Benetton clothing com- 
pany - have expressed interest in 
joining this group. 


Giancarlo Valori, toe president of 
AISCAT which currently runs toe 
motorway network, said yesterday 
that there had been a notable 
increase in the amount of traffic on 
the Italian motorway system in the 
first seven months of this year, up 
by some 33 per cent on 1996. 

“The growth in the amount of traf- 
fic reaffirms the need to start new 
investment as quickly as possible in 
this sector, as long as it Is compati- 
ble with environmental consider- 
ations," he said. Without such devel- 
opment, the network would find 
itself having to absorb an increase in 
traffic of around one-and-a half 
times toe current daily level, he 
added. 
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Global Vision 
Asian Insight 


The Bank of Tokyo-M'rtsubishi is 
committed to supporting the 
development of a truly borderless 
economy by providing state-of-the-art 
financial services through an extensive 
global banking network. And with over 
a century of experience in Asia, we're 
ideally positioned to help clients 
seeking to do business anywhere in 
the world's most dynamic region. 

So for a perspective on business you'll 
get nowhere else, look to the bank with 
global vision and Asian insight 
The Bank of Tokyo-Mitsubishi. 





Bank of To kyo-Mitsubishi 







TUESDAY SEPTEMBER 23 1997 



NEWS: EUROPE 


Gore presses 
Russia to ease 
oil problems 


By John Thornhill 
in Moscow 

A1 Gore, US vi coresident, 
yesterday pressed the Rus- 
sian government to do more 
to encourage foreign invest- 
ment in the oil industry fol- 
lowing the souring of two 
high-profile ventures involv- 
ing US companies. 

But he noted that the Rus- 
sian parliament had 
improved the investment cli- 
mate by giving preliminary' 
approval to a new tax code 
and important pieces of pro- 
duction-sharing legislation, 
sketching ont the legal and 
tax framework for foreign 
investment 

Mr Gore was in Bor, south- 
east Moscow, yesterday for 
the ninth round of the Gore- 
Chemomyrdin commission, 
which aims to strengthen 
business, technological, and 
scientific ties. 

Mr Gore said he had 
expressed “deep concern" to 
Mr Victor Chernomyrdin, 
the Russian prime minister, 
that an oil exploration ten- 
der won by Exxon in the 
Russian north had been 
annulled and that Amoco 
continued to experience 
problems in realising a joint 
development project in west- 
ern Siberia with Yukos. the 
Russian ofl giant. 

**1 am determined to do all 
I can to work with Russia 
and mak e American invest- 


ments in these projects pos- 
sible and profitable. It is 
good for Russia. It is good 
for the US,” be said. H I think 
we made a little progress on 
this today." 

Foreign oil companies in 
Moscow have long com- 
plained about the bureau- 
cratic obstacles to doing 
business in Russia. But there 
has recently been new reas- 
surances horn the Russians 
that they intend to take for- 
eign concerns on board. 

Mr Chernomyrdin told Mr 
Gore that the economy was 
stabilising after years of con- 
traction and beginning to 
attract more foreign invest- 
ment Industrial output was 
finally growing, investment 
activity bad picked up. and 
the stock market was boom- 
ing. he said. 

Mr Gore re affirmed the 
US’s commitment to 
long-term partnership with 
Russia in space but 
expressed concerns about 
the “very old" Mir space sta- 
tion, which yesterday experi- 
enced fresh problems with 
an on-board computer. 

Nasa representatives will 
decide later this week 
whether to send a US relief 
astronaut to the troubled 
space station. “I have great 
confidence in the Nasa eval- 
uation process and any deci- 
sion to move forward will be 
based solely on mission 
safety," Mr Gore said. 


Pragmatist arrives at Air France 


New chairman must balance the pressures of 
airline competition with union demands 


T he polish of an “Enar- 
que". a graduate of 
France’s elite Bcole 
Rationale d’Administration. 
tempered and offset by the 
stubborn streak of a true 
Corsican. That is what Air 
France should expect from 
its new chairman, according 
to some of those who know 
and have worked with him. 

Jean-Cyril Spinetta, 53, 
named last week as the suc- 
cessor to the straight-talking 
Christian Blanc, who most 
decidedly was not an Enar- 
que, is expected to make his 
first appearance at the 
national carrier today. 

Staff should expect to 
encounter a man with, the 
time-honoured French haul 
fanatoanawe's skill of mas- 
tering a complex brief 
quickly, bat one prepared to 
take his time over m airing 
important decisions and, 
then, over trying to bring 
those affected around to his 
way of thinking. “He bangs 
in the nail”, as one former 
colleague puts it. They 
should not expect to find a 
ma n who shares Mr Blanc’s 
penchant for extravagantly 
proportioned cigars. 

Some of Air France’s 
46.000 employees will already 
know him from his three- 
year spell as chairman of Air 
Inter, the company’s now 
absorbed domestic arm, 
between 1990 and 1993. 

This coincided with a 
period of serious social 
unrest at the airline, culmin- 
ating with a crippling strike 
that forced the resignation of 
Bernard Attali as Air France 


chairman in October 1993. 

Mr Spinetta resigned at 
about the same time, 
although his departure was 
attributed to the plans for 
liberalisation and deregu- 
lation of air transport being 
promoted by the then centre- 
right government of 
Edouard Balladur. 

His Air Inter stint has 
therefore left him with a rep- 
utation as a manager who, 
in the words of Michel Dele- 
barre, the former Socialist 
transport minister who had 
a lot to do with his original 
appointment, “is used to 
social negotiations”. But it 
also raises questions about 
bis enthusiasm for the new, 
increasingly liberalised 
European air transport envi- 
ronment. 

L ionel Jospin’s Social- 
ist-Led government 
has by now revealed 
enough erf its intentions for 
Air France for it to be 
assumed that Mr Spinetta 
would not have accepted the 
job were he not broadly in 
favour of an opening up of 
the company’s capital to 
staff and outside investors 
that will in Hme see a sub- 
stantial minority interest 
pass into public how- 

ever. 

This view seems to be 
shared by some of those who 
know him well For Mr Dele- 
bane, in whose office Mr 
Spinetta served twice as 
chief of staff in the 1980s. the 
new Air France chan-maw is 
“very pragmatic" and “not 
an ideologue”. 


Be is, says Mr Delebarre, 
“a man of conviction” on 
matters such as the nature 
of public service and the 
international image of Air 
France, which he associates 
with the image of France 
itself. But he is also "very 
realist] c". 

There is every chance this 
balance of attributes win be 
much called upon in coming 
months as Mr Spinetta 
strives to ensure both that 
hie new charge is not left 
behind in the Increasingly 
competitive European air 
transport environment and 
that his actions do not place 
relations with trade unions 
and the Socialists’ Commu- 
nist coalition partners under 
renewed strain. 

His task is likely to be 
made all the more delicate 
by the fact that Jean-Claude 
Gayssot, the current trans- 
port minister, is the most 
senior Communist In Mr Jos- 
pin’s government. He will 
nonetheless be encouraged 
by the relatively warm ini- 
tial response of trade unions 
to his appointment Even the 
pro-Communist CGT said it 
was “on the whole good 
news". 

On the financial side. Air 
France appears well on the 
way to achieving acceptable 
profitability and is certainly 
no longer the black hole It 
once was. In his long and 
heart-felt departing state- 
ment, Mr Blanc predicted., 
consolidated net profits of', 
about FFrlhn ($168m) for the 1 " 
group in 1997, with a further 
Improvement next year. It 



Jean-Cyril Spinetta: ‘He bangs in the nafi’ to get his way ap 


will now be -particularly 
interesting, to see -If he is 
right / ’ ’ : ;.- 

in the past four years, Mr 
Spinetta bas, for the most 
part, kept weit out of the 
public ey& although he did 
speak to condemn sex tour- 
ism at an ftT te ma tinw^l raw- 

ference. ‘earlier this year. 
This was ln : his capacity as 
president of Development, a 
nqnrgxru^aaqeiital organisa- 
track:.-' 

r In this rede, be also helped 
to arrange an innovative 
plan under which Air Inter 


offered to Tnatrfi passenger 
donations of FFr5 (80 US 
cents) or mare to develop- 
ment projects in Benin, India 
and Bolivia. 

He is said to have been 
deeply marked by the hor- 
rific crash near Strasbourg 
in early 1992 of an Air In ter 
Airbus - an accident which 
left 87 dead and only nine 
survivors. “He knew how to 
find the words to speak to 
the victims of this tragedy," 
says a former colleague. 

David Owen 


Turkish generals confident on $150bn spending plan 


By John Barham in Ankara 

A Turkish general said yesterday 
that the country's armed forces 
needed to spend $150 bn on mili- 
tary hardware over the next 2530 
years. 

Gen Vural Avar, an army plan- 
ner, said the programme would 
Include procurement overseas and 
production In Turkey of helicop- 
ters, tanks, jets, early warning air- 
craft and warships. The first 
phase in the modernisation 
programme would cost $31bn, 


spread over 10 years, he said. 

Gen Avar was speaking on the 
eve of an international defence 
exhibition to be held in Ankar a, 
where some 200 suppliers from 30 
countries will be competing for 
orders from Turkey and countries 
from the surrounding region. 

Turkey has the second largest 
armed forces in Nato after the US, 
but its largely conscript army suf- 
fers from poor morale and obso- 
lete equipment- The politically 
powerful military leadership are 
confident that they will receive 


sufficient budget allocations in 
spite of the government’s big 
spending deficits. 

Ankara is currently evaluating 
a key component of the project, a 
$3bn-$3.5bn programme with 
seven companies from the US, 
Europe and Russia to produce 145 
attack helicopters for the army on 
a joint venture basis with local 
partners. 

The military are ai«i planning 
to buy at least 800 third genera- 
tion tanks from a $4.5bn joint van-' 
ture project between local and for- 


eign manufacturers. The defence 
ministry has Invited four Turkish 
companies to bid and each must 
find a fawdgn partner from the 
UK. the US, Germany, Israel or 
France. 

Turkey began attempting to 
reduce its reliance on foreign 
arms suppliers, particularly in the 
US and western Europe, in the 
1980s because opposition from 
human rights campaigner s and 
pro-Cfreek and pro-Armenian lob- 
bies have often managed to block 
deliveries from overseas. 


Turkey has begun forging ties 
with Israel's military establish- 
ment to diversify its arms sup- 
plies further. Israel Aircraft 
Industries wan a $650m contract 
last year to upgrade 54 Turkish 
fi ghter bombers and is bidding for 
other defence contracts. 

However, the US Congress 
eased restrictions on transfers of 
ships and helicopters to Turkey 
this summer following a rap- 
prochement between Turkey and 
Greece at Nato's July summit in 
Madrid. The US is the principal 


arms supplier to both countries, 
but rejects accusations that its 
transfers of mainly post-Gold War 
surplus equipment is contributing 
to tension. 

Greece is also p lanning an arms 
build-up, although the planned 
$17bn programme it announced 
last year is more modest than 
Turkey’s- Greece plans to order 60 
new fighters, modernise existing 
jets and buy new tanks. It also 
wants new transport helicopters, 
submarines, warships and air 
defence systems. 


Ukraine 
ponders 
new deal 
with IMF 

By Charles Ctowr in Kiev 
and agencies 

Victor Yushenko. head of 
the Ukrainian central bank, 
said yesterday that a dis- 
agreement with the Interna- 
tional Monetary Fund on the 
size of the 1998 budget deficit 
might be solved by offering 
co inm itniects to further 
structural reform in other 
areas such as privatisation* 

Mr Yushenko told AP 
Dow-Jo»es news agency yes- 
terday during; the IMF/World 
Ffrrik meeting in Hong Kong 

that “a compromise migh t be 

found in terms of structural 
reform". He said measures 

might include privatisation 

of large businesses - after 
noting that the privatisation 
of small- and medium-sized 
ones is well under way. 

Last week, the govern- 
ment sent a draft 1998 bud- 
get to parliament which fore- 
cast a deficit equivalent to 
5.5 per cent of GDP. com- 
pared with an IMF ceiling of 
L5 per cent. The restriction 
was a condition for a one- 
year $542m stand-by credit 
facility which the IMF 
agreed in August. 

The high projected deficit 
in 1998 is linked to the par- 
liamentary elections sched- 
uled for March, by which 
Hmp. the government must 
have made some progress an 
paying $&3bn in wage and 
pension arrears. In 1996, 
Ukraine succeeded in meet- 
ing a targeted budget deficit 
of 3 per cent, but this was 
done partly by not paying 
salaries and pensions equiv- 
alent to 3 per cent of GDP. 

On Sunday, Ihor Mityu- 
kov. the finance minister, 
said that the $50m first 
tranche of the IMF standby 
loan facility has been held 
up. An IMF official in Wash- 
ington confirmed that dis- 
bursement or the initial 
tranche has been delayed. 

“We have to make certain 
modifications on a number 
of parameters, including 
paying debts, I mean for 
wages and pension pay- 
ments,” Mr Mityukov told 
Reuters. 
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• Key addresses by Prime Minister h^Kost^ 
lives of the EU, World Bank, IMF, IF_C, and EBRD. • " 

• Detailed presentations of investment opportunities in nans? ) . 

port, telecommunications, chemicals, machine tpobj textiles, food; - 
tourism, and municipal infrastructure projects. . 
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FT / FRESHFEELDS 
EUROPEAN PRIZE 
FOR THE BEST 

BUSINESS LAW STUDENT 1997 


The FT / FSESHFIELDS 
European Prize will be open 
to citizens efthe European Union 
who are specialising in business law 
and are about to embark on their 
professional career. Prize winners 
from each country will take part in a 
final European round which will be 
held in Rome in December 1997, 
and in different European cities in 
subsequent years. Travel expenses to 
the final round wiU be met. 


r PRIZE 

The equivalent of 3,000 ECU plus six months 
in one of Fresfafields* European offices. 

2 nd PRIZE 

The equivalent of 1,500 ECU plus three months 
in one of Fresh fields* European offices. 

3 rd PRIZE 

Tire equivalent of 750 ECU plus three months 
in one of Ereshfields* European offices. 


If you have 'if 1 - A university law degree^ are attending a k w school — 
2 — Examination results which qualify you toTxt regarded among the top business 

understanding of EU law -4- Afltiewt command of at least two European 
• including En g lish and preferably a gpod knowledge of a thiitL 



Your application must arrive a t Freshfields by 20 October 1997 
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Yan Miert firm on AA-BA terms 
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• . . ^ jfejtwi .SkBpi n fcer, 

,- CorraupbiHlant 

Karife Van'.. Miert, the 

c ommi ssioner. ■said yester- 
-.®y^B,was not prepared to 
compromise on his condi- 
: tiotovtbr ^approving the 
"planned alUahce between. 

- Brttfeh Airways awd Aznesi- 
"cahjftjrHneB. 

-• l -BtU -he '" said the two air- 

- i^^ Awjiild. only -have to 
. glvg:±5>:35a weekly take-off 

".enffTandihg slots at Lon- 
-■ dools ^Heathrow airport if 
otbSr carriers were prepared 
to-set np competing trahsat- 

V - ' 


lan tic services. And- he said 
that if hew peak hour slots 
could be found at Heathrow, 
the two air-Unog would not 
have to give up their own 
slots. 

Speaking in London. Mr 
Van Miert said there was no 
question of reducing the 
number of slots Brussels was 
demanding. “This is not 
about trying to find a com' 
promise or any kind of horse 
trading.** 

He said the US regulatory 
authorities had also con- 
cluded that BA. and Ameri- 
can should give up around 
350 Heathrow slots. The US 


department of transportation 
said it was still reviewing 
the alliance. 

Mr Van Miert . said 353 was 
a moderate amount com- 
pared to the number of slots 
other alliances, such as Luft- 
hanfla -S canrijn a i d Mn Airlines 
System and Swissair-Sabena. 
have had tq give up. If the 
same criteria were applied. 
BA and American would 
have to give up 500 slots. Mr 
Van Miert said. 

Mr Van Miert denied he 
was holding up approval of 
the BA -American alliance 
while allowing the link-up 
between Lufthansa and 


United Airlines to go ahead. 
He said the Commission had 
not yet approved the Luft- 
hansa-United partnership. 
The US had allowed it to go 
ahead. If the US gave anti- 
trust immunity to BA and 
American, the Commission 
could not stop it from oper- 
ating. although “there will 
be trouble," he said. 

Mr Van Miert also 
revealed that the Commis- 
sion had started legal action 
in the European Court 
against “open skies" agree- 
ments between the US and 
countries such as Germany 
and the Netherlands. He said 


the agreements discrimi- 
nated against other EU coun- 
tries. 

Mr Van Miert said the 
Commission frozen thA 
legal action, which was 
launched “four or five years 
ago”, while it waited to see 
whether member states 
would give it authority to 
negotiate a multilateral 
accord with the US. Member 
states last year gave Brus- 
sels a limited mandate to 
negotiate. Mr Van Miert said 
that if the Commission was 
not given a full mandate it 
would revive the legal 
action. 


US urged to act on 
S Korean car trade 


|lptand-off in airline alliance battle 

Airways-American Airlines nor Brussels is giving ground 
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..-’TT British Airways and 
“I ; American Airlines hoped 
/'Ain'shake off the regula- 
tors' get their proposed 
alliances off the ground by 

• the end of the year, they 
..*■ tfwyitteed to think again. 

Saving rejected 'earlier 

* tide- month- every one of the 
conditions demanded by the 

. European Commission in 
return' for regulatory 
approval of the deal, the 
/rtabd-eff between the two 
airlines and Mr Karel Van 
Miert, the EU competition 
’ commissioner is as solid as 
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. •• * > No one wants another 
: Bpgteifc n ' said One Comtnis- 
JskOl official, referring to 
; Srhssds* recent disputevwith 

- ••.at^rUST:- ;oyer the Boeing- 
. ; MSp 6a6&af Doii g !las merger. 

. “But nothing is tnovlng." 

~ J ^nie biggest bone of con- 
is ' over the' number 
Tof slots ', the two airlines 
•• - flbotdd be made to give up at 
- . Londcm's Heathrow airport 
^ Brassefe has demanded that 

- iSSrbQ ''-ceded,' argtdng that 
anything 1 less would be 

. •; insufficient ■••to stop the 
' 'bAaa- colossus from killing 
''- : '.OBnpetltion~Qn ; transatlantic 
n&i&SL -But BA insists that 
• the number 
. "demanded in a preliminary., 
n^iog by the UK competi- 
"■tkar authorities - is as far as 

. '] ‘The CoronriSBion starts 
frbm.Jhe premise that BA 
" : yabfi AA currently control 60 
jw ceht cif the UK/US mar- 


ket and as an alliance would 
have a market share higher 
than 90 per cent on 17 
routes. 

. Further, although it 
believes the alliance would 
have many competitors fol- 
lowing a bilateral “open- 
skies'* agreement between 
the UK and the US, they 
would have only a very low 
market share and would not 
therefore be in a position to 
compete effectively against 
BA-AA 

BA says it controls a 
smaller percentage of slots 
at Heathrow than any of its 
competitors have at their 
home bases. For example, 
BA says the alliance 
between Lufthansa of Ger- 
many, Scandinavian Airlines 
System and United Airlines 
of the US accounts far 60 per 
cent of slots at Frankfort air- 
port, while RLM of the 
Netherlands and Northwest 
Airlines of the US have 51 
per cent of the slots at 
Amsterdam's SchipoL 

By contrast, BA says it 
and American would have 
only 40 per cent of slots at 
Heathrow. It also points out 
that no other European air- 
line faces transatlantic com- 
petition from a domestic 
competitor as it does from 
Virgin Atlantic. 

These arguments are 
insufficient to assuage Brus- 
sels' concerns over the posi- 
tion of Heathrow, in relation 
to other European hubs. It 
says that where genuine 







The alliance will kill transatlantic competition unless it 
gives np 353 Heathrow slots, says the Commission 


competition exists between 
US bubs, the same cannot be 
said for London, Frankfort, 
Amsterdam and Paris. 

Rather, BA/AA’s own fig- 
ures show that less than 2 
per cent of passengers who 
live in the UK go to a hub on 
the continent before flying 
to the US. 

By contrast, an average of 
50 per cent of passengers 
who reside in Germany 
travel though a hub outside 
Germany before flying on to 
.the US. The figure Is roughly 
90 per cent for Scandinavia. 

The Commission says that 


this lack of competition at 
Heathrow, shows up in BA’s 
business class tariffs. For 
example, the BA flight Lon- 
don-New York is 45 per emit 
more expensive than the BA 
flight Amsterdam-Londoo- 
New York. Similarly, a busi- 
ness class flight from Lon- 
don to Los Angeles with BA 
is 47 per cent more expen- 
sive than a BA flight Paris- 
London-Los Angeles. 

Even if the two sides could 
agree on the number of slots 
to be dropped, there is still 
the knotty question of 
whether they should be sold 


or ceded. BA insists on its 
right to sell slots. But Mr 
Van Miert takes tbe view 
that charging for these slots 
creates yet another barrier 
to entry for smaller competi- 
tors. “If you are trying to 
encourage competition, the 
last thing you should do is 
ask competitors to pay for 
slots that BA got for free," 
said an official. 

BA’s grievances go beyond 
a rejection of the factual 
arguments. The UK carrier 
is also convinced there is a 
bias inside the Commission. 
It points in evidence to the 
fact that while officials have 
pored over the fine print of 
its proposed alliance with 
American, they have not 
even sent a statement of 
objections to Lufthansa -SAS- 
United, whose transatlantic 
alliance has been up and 
running for several months. 

Brussels says it cannot be 
blamed. The Lufthansa- 
United alliance Has already 
been granted anti-trust 
immunity by tbe US authori- 
ties - an exemption which 
BA-AA is still waiting for. 
Commission officials also 
insist that a statement of 
objections will be sent to the 
rival alliance over the next 
four weeks, and that sub- 
stantia] changes will be 
demanded. 

Emma Tucker and 
Michael Skapinker 


By Nancy Dunns 
in Washington 

The big three US car 
companies yesterday called 
on Washington to take 
action against South Korea's 
“closed” market and to place 
Japan on a watch list for 
government action unless 
the US-Japan trade deficit 
begins to improve. 

Speaking at the American 
Automobile Manufacturers' 
Association, Ford, Chrysler 
and General Motors asked 
the US trade representative 
to put South Korea on its 
so-called “Super 301” list for 
countries which limi t mar- 
ket access. 

Once on the list, Korea 
would be asked to hold nego- 
tiations, either bilaterally or 
within the World Trade 
Organsation. 

The AAMA said that 


Japan is lagging behind the 
expectations of the 1995 
bilateral automobile trade 
pact. It urged the trade rep- 
resentative “to identify the 
practices that are impeding 
the agreement’s success as 
actions that may, in future, 
warrant identification" on 
the Super 301 hst 

Mr Andrew Card, head of 
the AAMA. accused Tokyo of 
“sliding back into its old 
practices of exporting its 
problems.” 

Sales of US vehicles in 
Japan fell by 15.4 per cent 
between January and July 
this year, compared to the 
same period in 1996. Sales in 
July 1997 fell by 23.5 per cent 
over July 1996. 

Bill Duncan, general direc- 
tor of Japan's Automobile 
Manufacturers noted that 
Europeans manufacturers 
have been committed to the 


Japanese market for over a 
decade and that this was 
reflected in rising sales! 

The AAMA complains that 
US dealers have only been 
able to open 132 outlets in 
Japan, far short of the 400 
expected as a result of the 
1995 US-Japan car pact. 

It also has a long list of 
grievances against Korea. At 
the top is Seoul’s alleged fail- 
ure to meet “minimal com- 
mitments” agreed in a 1995 
memorandum of understand- 
ing when It promised to 

“substantially increase mar- 
ket access for foreign passen- 
ger vehicles." 

The AAMA said the time 
is ripe to "get tough” with 
Korea. Its level of imports 
has remained virtually 
unchanged while its domes- 
tic market is expected to 
grow by at least 25 per cent 
by the year 2000. 


EU to launch appeal 
over WTO beef ruling 


By Neil Buckley in Brussels 

The European Union will 
this Thursday launch its 
appeal against tbe controver- 
sial World Trade Organisa- 
tion r uling that the ElTs ban 
on imports of beef contain- 
ing hormones breaks world 
trade rules. 

It will table its appeal at a 
meeting of tbe WTO’s dis- 
putes settlement body - the 
same meeting expected to 
throw out an EU appeal over 
a WTO r uling outlawing ele- 
ments of Europe's banana 
import regime. 

Brussels claims there Is 
evidence that hormones used 
In the US and elsewhere to 
promote growth in cattle can 
cause cancer. But tbe WTO 
upheld arguments from the 
US and Canada that hor- 
mones are safe, and that the 
ban represents an unfair 
trade barrier. 

Many international observ- 
ers expect the EU to lose its 
appeal. Bat officials at tbe 
European Commission, the 
EU executive, insist their 


legal and scientific argu- 
ments are strong enough to 
prevail 

The Geneva trade body 
ruled that the European ban 
violated the WTO agreement 
on sanitary and phyto-sani- 
tary (SPS) measures in three 
ways: it was not based on a 
proper risk assessment; 
applied different standards 
for hormones in beef than in 
other products; and was not 
based on the standards of 
the Codex Alimentarius, the 
intergovernmental food stan- 
dards body. 

The EU win argue that the 
WTO misinterpreted the san- 
itary agreement, misapplied 
the principle of burden of 
proof, and exceeded its 
rights by attempting to be a 
“universal health legislator”. 

Brussels says the SPS 
agreement guarantees WTO 
members’ rights to choose 
the level of consumer protec- 
tion they consider appropri- 
ate. Tbe WTO ruling under- 
mines that principle, and the 
right of members to set food 
safety standards higher than 


those recommended by 
Codex Alimentarius. 

Moreover, tbe WTO ruling 

implied that governments 
had to show products were 
dangerous before they could 
ban them. That overturned 
conventional practice, 
requiring manufacturers to 
prove products are safe 
before they can market 
them. Such a principle could 
be used to prevent WTO 
members from taking pre- 
cautionary action on prod- 
ucts until those products 
had actually caused illness 
or death, the EU says. 

Finally, the EU will argue 
that the WTO "disregarded" 
the opinion of nine EU-ap- 
pointed scientific experts 
that the hormone's can be 
carcinogenic. 

Brussels officials add that 
two of the WTO panel's own 
five scientists agreed with 
the EU experts on most 
issues, but the panel - a law 
professor and two trade dip- 
lomats - chose to accept the 
opinion of the other three 
scientists. 
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□ World Bank/International Monetary Fund annual meeting puts spotlight on south-east Asian mar kets turm oil 


Japan pushes 
regional 
rescue fund 


Thais vow to hold to reform 


By Lionel Barber 
in Hong Kong 

Japan is pressing ahead with 
its plan for a regional 
emergency fund to deal with 
currency crises in Asia, 
brushing aside reservations 
from the US and Europe. 

The Japanese initiative, 
which has attracted broad 
interest among Asian 
countries, including China, 
is turning into a test of 
Asia's capacity to develop 
into a regional power block. 

However, the persistence 
with which Japan has 
pursued its plan at the 
annual IMF World Bank 
meeting in Hong Kong has 
surprised the Americans and 
the Europeans. They 
expressed unease over the 
initiative when it was 
unveiled at the weekend at a 
meeting of the Group of 
Seven (G7> industrialised 
countries. 

The International 
Monetary Fund has also 
expressed concerns that its 
primary role in managing 
international economic 
crises could be damaged if a 
duplicate mechanism or 
institution were set up. 
However Mr Michel 
Camdessus, IMF managing 
director, has sent mixed 
signals because he has not 
wished to offend the Asians. 

US officials said 
Washington faced a delicate 
political dil emma on how to 
deal with a plan whose 
details remain vague. There 
has been talk in Hong Kong 
of a credit line or rescue 
fund which could reach up 
to SlOObn and yet which on 
the surface responds to 
long-standing American calls 
on the Japanese to take 
more responsibility for 
manag in g problems in their 
own backyard. 

Japan is expected to seek 
an early meeting with other 
Asian countries to flesh out 
the initiative which has 


gathered momentum in the 
region in response to the 
Thai economic crisis. 

Japanese officials have 
said in the margins at the 
IMF/World Bank meeting 
that they are creating a new 
facility which would be open 
to a broad group of 
countries, and which would 
be aimed at supporting 
countries if they suffered a 
shortage of foreign exchan g e 
reserves during a regional 
currency crisis. 

In the G7 meeting, Mr 
Hans Tietmeyer, president of 
the Bundesbank, led 
criticism of the Japanese 
plan. He said that the 
promise of a bail-out could 
encourage speculators and 
deter governments from 
taking measures to put their 
own house in order. This is 
of great concern at the 
moment because there are 
doubts about the Thai 
government’s ability to 
introduce economic reforms 
as agreed under the IMF’s 
$ 17.2b n rescue package. 

Mr Dominique 

Strauss-Kahn. French 
finance minister, said he 
doubted that the Japanese 
were willing to .abandon 
their plan. He said everyone 
should wait to see whether 
the Japanese had in mind a 
genuine multilateral fund 
operating independent of the 
IMF or whether it was 
simply a new facility within 
the control of the IMF. 

A senior Chinese official 
said China was interested in 
Joining a regional facility 
but said it should be linked 
to the IMF. Thailand and 
Hong Kong have expressed 
broad interest too. 

A senior European 
monetary official, echoing a 
widespread view, said It was 
risky to apply the idea that 
all regional problems 
required regional solutions. 
Some countries such as 
Turkey did not fall within a 
clear category. 


By Robert Chote and John 
Bidding in Hong Kong 

Thailand’s top economic 
officials yesterday mounted 
a concerted display of contri- 
tion. persuading the US they 
were committed to imple- 
menting the financial reform 
demanded by the Interna- 
tional Monetary Fund. 

“I think it is fair to say 
that they have expressed 
real commitment to working 
with the IMF and World 
Bank,” said Robert Rubin, 
the US treasury secretary. 

Mr Rubin and other US 
officials had earlier met 
Thanong BWaya. the Thai 
finance minister, and Chai- 
way at Wibulswaadi the cen- 
tral bank governor. The Thai 
delegation also put on a 


carefully stage-managed per- 
formance for international 
media attending the annnai 
meetings of the IMF and 
World Bank. 

“On behalf of the govern- 
ment and people of Thai- 
land, we are here to make 
some important statements, 
to bare ourselves, if you will, 
to the world,” said Mr Than- 
ong, flanked by business 
leaders and senior officials. 

*1 think you will find an 
a n new outlook on transpar- 
ency coming from Thailand, 
as we work hard over the 
next few days to present the 
foots of our economic crisis, 
and the steps we are taking 
to overcome it" he said. 

The officials conceded that 
the state of the Thai econ- 
omy would get worse before 


it gets better. “This year at 
best the economy will grow 
by 2.5 per cent, hopefully it 
will then bottom out," said 
Mr Chaiwayat 

The central bank governor 
added that the officials’ 
main task in Hong Kning this 

week would be to get Thai- 
land’s creditors to roll over 
its many existing loans, and 
to extend new ones. 

Foreign investment wiQ be 
welcomed to revive weak 

nnpnrtnj institutions, the 

official said. But Mr Chai- 
wayat promised those that 
could not be rescued would 
go through the normal pro- 
cess of liquidation. “There 
will be no bail-out,” he said. 

Thailand's problems have 
raised concerns that south- 
east Aslan countries will 


Malaysia: Mahathir^ remarks drive down markets 
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seek to slow the pace of 
financial liberalisation: 
Responding to a speech last 
weekend by Dr Mahathir 
Mohamad, in which the 
Malaysian prime minister 
suggested imposing a ban cm 
currency trading, Mr Than- 
ong thought to aHay such, 
fears. “He's like a man being 
stabbed by a knife*. Mr 
Thanong said. "So he has to 
cry out". 

An IMF team is due in 
Bangkok in late October or 
early November to assess 
progress in implementing 
reform measures. Tbsuland’8. 
delegation to the IMF meet- 
ing expressed confidence 
that reforms would prove 
sufficient to secure the next 
tranche of funding from the. 
IMF’s $17bn rescue package. 
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Mahathir-Soros row hits ringgit 


By James Kynge in Kuala 
Lumpur and Sander 
Thoenes in Jakarta 

The high-profile dispute 
between Mahathir 
Mohamad. Malaysia’s prime 
minister, and George Soros, 
the US financier, helped to 
drive Malaysia’s currency to 
another historic low yester- 
day and further undermined 
confidence in south-east 
Aslan markets. 

The Malaysian ringgit 
tumbled to MJ3.12 to the US 
dollar in late trade yester- 
day, breaking through Its 
previous all-time low of 
MS3.05. The stock market’s 
main index fell by 27.34 


points, or 3.47 per cent to 
760.5 - its lowest level since 
July 1993. 

The worries which beset 
the currency and stock mar- 
kets yesterday grew from Dr 
Mahathir's bitter denuncia- 
tions of Mr Soros and other 
currency speculators. Speak- 
ing at the World Bank and 
International Monetary 
Fund meeting in Hong Kong 
at the weekend, the Malay- 
sian prime minister declared 
that currency trading - 
beyond that needed to 
finance trade - was immoral 
and should be banned. 

Subsequent reassurances 
by Anwar Ibrahim, deputy 
prime minister and finance 


minister, that Malaysia will 
not outlaw free market prac- 
tices did dispel some con- 
cerns. But the overall 
impression was one of a 
dichotomy between tbe 
country's top leaders. 

Caution was compounded 
by a sense that Dr Mahathir 
may react angrily to Mr 
Soros’s characterisation of 
him as “a menace to his own 
country". Yesterday, Mr 
Soros said Dr Mahathir 
should take responsibility 
for the country’s problems 
rather than seek scapegoats. 

Indonesia’s rupiah fol- 
lowed the ringgit lower but a 
cut in tbe interest rate for 
bilateral papers (SBIs) saved 


the stock market from bear- 
ish regional sentiment The 
rupiah broke the 3,000 bar- 
rier against the US dollar, 
and fell as low as 3.032 
before recovering slightly in 
late trade. 

The stock market's main 
index ended up 0.85 per cent 
at 535J>0 points. 

The Bank of Indonesia, the 
central bank, cut rates on 
one- and two week SBIs by 
one percentage point to 17 
and 19 per cent respectively, 
and took two percentage 
points off one- and three- 
month SBIs to 21 and 19 per 
cent It was the fourth cut 
since September 4, and had 
been expected. 


China and India warn over corruption drive 


By Robert Chote, Economic 
Editor, in Hong Kong 

China and India yesterday 
expressed concern that while 
they support the growing 
campaign against corruption 
by the Bretton Woods insti- 
tutions, they fear that it may 
not be run in an even- 
handed and objective way. 
They raised their concerns 
during a meeting of the 
Development Committee, 
which gives ministerial guid- 
ance to the boards of the 


Bank and the International 
Monetary Fund. 

“The committee stressed 
the importance of a consist- 
ent and even-handed 
approach, as well as the 
need to take governance 
issues and corruption explic- 
itly into account in lending 
and other decision-making 
whan they significantly 
affect project or macroeco- 
nomic and country perfor- 
mance,” its communique 
said. 

Clare Short, the UK secre- 


tary of state for interna- 
tional development, said all 
committee members sup- 
ported the fight against cor- 
ruption. although China and 
India warned against an 
excessively subjective 
approach. 

Ms Short also emphasised 
the importance of cracking 
down on industrial country 
business people who pay 
bribes to developing country 
officials. She promised 
tougher action in Britain as 
no one had been charged in 


the two years since bribing 
foreign officials was out- 
lawed in the UK. 

The committee also 
announced yesterday that 
more money would be 
pumped into the Multilateral 
Investment Guarantee 
Agency (Miga). the political 
risk insurance arm of the 
World Bank. 

The agency will receive a 
three-part funding package, 
including a gLSOm grant 
from the World Bank's sur- 
plus income, $i5Qm in capi- 


tal to be paid in by share- 
holders and $700m in call- 
able capital. 

James Wolfensohn, presi- 
dent of tbe World Bank, said 
the development effective- 
ness of Miga’s policies would 
also be scrutinised, with the. 
agency's board urged to 
reach •'clear understand- 
ings" as soon as possible. 

The committee discussed 
the progress of the debt 
relief Initiative for highly 
indebted poor countries 
which Is being run by the 


World Bank and Interna- 
ti nmai Monetary Fund. The 
Bank said yesterday that 
Denmark, Greece, Luxem- 
bourg. the Netherlands. Nor- 
way, Switzerland and the UK 
had donated a total of glQOm 
to a special trust fund to 
help meet the debt relief 
costs faced by multilateral 
development banks other 
than the World Bank. 

Debt relief packages worth 
g90Qm have been agreed for 
Bolivia, Uganda and Burkina 
Faso. 


Loan doubts send Karachi share prices downwards 


Pakistan’s share prices yesterday 
fell following reports that the IMF 
bad decided to delay considering 
an important loan programme, 
Farhan Bokhari writes from Islam- 
abad. 

Pakistan’s request for a medium 
term loan worth $l~6bn had been 
due for consideration by the 


Fund’s executive board on October 
&. The Fund’s approval, expected 
to come with the loan, was widely 
viewed as essential for the success 
of this year’s economic reforms. 

Although no reason was given, 
the Fund's delay is believed to 
have been prompted by Pakistan’s 
sluggish tax revenues during the 


first two months of the financial 
year (July-June) and a fall in 
imports, suggesting a weak 
demand from industry. 

The Karachi stock exchange’s 
100-index yesterday closed at 
1825.53, down 26.19 points on the 
day. “The market has reacted on 
the news that the IMF has delayed 


considering Pakistan’s request,” 
said All Asghar, a dealer at Kara- 
chi’s Fortune securities. 

Western economists in Islama- 
bad said the delay could jeopardise 
the country’s credibility in inter- 
national markets. However, Pakis- 
tan was in no immediate danger of 
a crunch. 


Official foreign exchange 
reserves at around $L5bn, equiv- 
alent to more than six weeks of 
imports, compare favourably to 
late last year when they were 
equivalent to about three weeks of 
imports. But anxieties have inten- 
sified over the pace of tax collec- 
tions. 


T hai finance minister 
Thanong Bidaya is 
fond of saying that he 
finds forests more beautiful 
than trees. He readily admits 
he is not good with numbers 
and therefore the little 
details escape him as be con- 
centrates on the big picture. 

Yet as Thailand tries to 
piece together a crucial 
package . to rescu e a nd 

reform its system, 

it is precisely the lack of 
details that is preventing a 
restoration of confidence in 
Thailand's drifting currency, 
floundering financial institu- 
tions and battered economy. 

“We're impatient to see 
reform of the sector 

put in motion,” Michel Cam- 
dessus, International Mone- 
tary Fund managing direc- 
tor. said in Hong Kong 
before talks with Chavalit 
Yongchaiyudh, the Thai 
prime minister. His state- 
ment was echoed by both 
James Wolfensohn. World 
Bank president, and tbe G7 
countries. 

An outline for financial 
system restructuring does 
exist, insist Thai officials 
and World Bank experts who 
are putting together the 
package, expected to be in 
place by the end of Septem- 
ber. It includes giving the 
country’s 58 suspended 
finance companies one last 
opportunity to rehabilitate 
themselves and setting up a 
government-assisted “bad 
bank” to assume the remain- 
ing bad debts and guaran- 
teed liabilities. 

There are also plans to 
strengthen the capital base 
and the provisioning levels 
of financial institutions 
which remain in operation, 
establish a self-financing 
deposit insurance scheme, 
overhaul financial institu- 
tion supervision and revamp 
the bankruptcy law. 

But ask a Thai official or 
politician how the “bad 
bank” will be funded or 
what is a healthy capital 
base far commercial banks 
or when the new bankruptcy 
law will be enacted and 
there are no definitive 
answers yet, let alone action. 

Meanwhile, “the financial 
system will continue to rot” 
until these issues are settled, 
says Rob Coffins, head of 
research at brokers Asia 
Equity In Bangkok. “And 
without a financial system 
the baht Is worthless." 

So, too, may be the IMF- 
sponsored $X7J2bn rescue 
package, as real progress on 
financial system restructur- 
ing is a condition for the 
IMF to continue disbursing 
funds to Th ailand Confi- 
dence must also be restored 
among Thailand’s main cred- 
itors. which have about 
*L5bn in outstanding Loans 
to 58 suspended finance com- 
panies. 

“Thailand is not going to 
get new capital or substan- 
tial roll-overs of existing 
debt until tbe country’s tra- 
ditional creditors know how 
much money they are going 
to get back,” says a foreign 
banker in 'Rangko* 

One reason for delay is a 
failure to tackle the problem 
that not all the liabilities 
and bad assets of failing 



Japanese PM accepts resignation of disgraced politician 

Hashimoto in public apology 


By Gwen Robinson bi Tokyo 

Japan's prime minister. 
Ryu taro Hashimoto, yester- 
day made an unprecedented 
public apology for appoint- 
ing to his new cabinet a poli- 
tician convicted of bribe-tak- 
ing, saying he had accepted 
the minister’s resignation. 

However, critics said Mr 
Hashfmoto’s initial decision 
to include the disgraced poli- 
tician in his reshuffle 11 
days ago - and Ms subse- 
quent back-pedalling aver 
the appointment - had dam- 
aged his carefully crafted 
image as a reformist leader. 

In a televised news confer- 
ence, Mr Hashimoto apolo- 
gised for “creating political 
confusion” by appointing 
Koko Sato, a member of the 
ruling Liberal Democratic 
party, as chief of the Man- 
agement and Coordination 
Agency. The influential, 
agency is in charge of the 
government's administrative 
reform programme. Mr Sato, 
69, was convicted of taking 
Y2m ($16,400) in bribes from 
All Nippon Airways in the 
1976 Lockheed bribery scan-, 
dal and given a suspended 
prison sentence. 

In the uproar following his 


appointment. Mr Sato 
angered the public with his 
initially unrepentant stance 
and advice to critics to “put 
the past behind them.” 

In a separate press confer- 
ence yesterday, Mr Sato said 
he had decided to step down 
to prevent farther upheaval. 
But he also implicitly critic- 
ised the political pressures 
surrounding the appoint- 
ment and suggested he had 
been forced from the post. 

Mr Sato's replacement is 
Sadatoshi Ozato, a long-serv- 
ing but relatively low-profile 
LDP member who has kept 
clear of the scandals affect- 
ing so many other MPs of 
the ruling party. Mr Ozato, 
67, held a number of posts 111 
previous LDP administra- 
tions, including those of 
labour minister and head of 
the Okinawa and Hokkaido 
development agencies. After 
tiie 1995 Kobe earthquake, 
he was put in charge of a 
special agency set up to 
oversee the reconstruction of 
Kobe. 

Political commentators 
were divided about the 
impact of Mr Sato's resigna- 
tion. Some believe Mr Hashi- 
moto has emerged stronger 
than before. The LDP’s two 


small allies. New Party Saki- 
gake and the Socialists, had 
threatened to leave the infor- 
mal coalition if Mr Sato did 
not resign. 

The two small parties pro- 
vide the LDP with vital sup- 
port in parliament’s upper 
house, where it lacks a 
majority, and in the more 
influential 500-seat lower 
house; where the LDP has a 
precarious majority of 251. 
The two parties yesterday 
confirmed the continuation 
of their alliance with the 
LDP. 

Mr Hashl moto's support- 
ers have also claimed the 
Sato affair has given Mr 
Hashimoto an edge over 
leaders of the LDP’s power- 
ful intra-party factions. In 
spite of his position as party 
chief, Mr Hashimoto lacks 
his own factional power- 
base. Initially, he bowed to 
demands by power brokers 
in the appointment of Mr 
Sato, who belongs to one of 
four main factions in the 
LDP nominally headed by . 
former prime minister Yasu- 
hiro Nakasone. 

Dan Harada, an in depen- - 
dent political commentator, 
said the Ozato appointment 
is “both unusual and logi- 


cal”. Unusual, because Mr 
Ozato belongs fo a different 
faction from Mr Sato, which 
suggests Mr Nakasone’s 
credibility has suffered from 
the Sato appointment; logi- 
cal, because Mr Ozato has 
been heading the LDP’s com- 
mittee on administrative 
reform and “knows the 
issues well”, Mr Harada 
noted. “Hashimoto is stron- 
ger now - dearly he mis- 
judged how badly people 
would take the Sato deci- 
sion, but it’s ova: now and 
peqple will forget in a week 
or two” he added. 

However, opinion in the 


otherwise. Almost every 
leading newspaper and cur- 
rent affairs television pro- 
gramme believed Mr Hashi- 
moto had damaged , his. 
credibility and lost public 
trust over the appointment. 
According to the Nihon 
Keizai Shimbun, the Sato 
saga “shows that Mr HasM- 
mota is a lonely leader and 
that his power base within. 

ruling -LDP is helplessly 
weak. . . if he has. no rek- 
able, base even within bis' 
party, then on what does his 
government rest?”.’ 

Armed forces. Page 14 . . 


financial institutions can be 
absorbed by healthy domes- 
tic institutions. Officials 
seem to be concentrating on 
how revive dead companies 
rather than burying them. 

“We have to work on the 
positive side first. The nega- 
tive side will come soon 
enough,” says the head of 
the special committee deal- 
jpg with financial restructur- 
ing. Ainaret Sfia-oa. He says 
no deadline has yet been set 
for definitely closing the 
overwhelming number of 
companies unable to rehabil- 
itate themselves. 

But unlike Indonesia, 
which immediately waived 
foreign ownership restric- 
tions when its currency 
p lunged. Thailand is pro- 
ceeding much more cau- 
tiously. Foreigners have 
been given permission to 
take majority control of 
suspended finance compa- 
nies but must lower their 
stakes to 49 per cent within 
five years. 

While 

consensus may 
eventually be 
reached, it 
takes more 
time than 
Thailand may 
have 

This is likely to increase 
the government's financial 
sector burden - which rating 
agency Standard & Poor’s 
estimates could eventually 
cost 15 per cent of GDP. The- 
oretically, officials have a 
range of options to fund this. 
including using privatisation 
proceeds and issuing govern- 
ment bonds. But big privati- 
sations are still months if 
not years away, while 
domestic liquidity is too 
tight to raise substantial 
sums of money without dam- 
aging tbe real economy. 

Lack of leadership from 
the embattled Gen Chavalit 
is another problem, analysts 
say. Without clear direction 
from the top. finance offi- 
cials are left on their own to 
navigate a sea of self-interest 
contained in the govern- 
ment's six coalition parties, 
the military, the central 
bank and other regulatory 
institutions, top commercial 
bankers, fallen finance com- 
pany tycoons and foreign 
creditors. While consensus 
may eventually be reached, 
it takes more time than 
Thailand may have. 

There is also an unwilling- 
ness by government officials 
to put strong rules down on 
paper and stick to them, for 
fear of appearing inflexible - 
a no-no in Thai culture - 
and a wish to avoid being 
held accountable if some- 
thing goes wrong. Even the 
prime minister suffers from 
this syndrome, saying upon 
his election that “I keep my 
word! but at the same time 
it’s open also". 

Ted Bardacke 


Credit rate 
venture 
for China 

IBCA, the international 
rating agency, is joining 
; forces with international 
partners to set up a credit 
rating company in China, 
taking advantage of the 
m ai n l a nd's push to develop 
1 its debt markets, Louise 
Lucas reports from Hong 
Kong. 

The venture, which will 
have a capitalisation of 
around $2m, is being set up 
in conjunction with the 
International Finance Corpo- 
ration CEFQ, the private sec- 
tor affiliate of the World 
Bank, and China Cheng Xin, 
a Chinese rating agency. 

IBCA says the agency, 
which 1 will focus on main , 
land corporates and finan- 
cial institutions, could be 
operating early next year. 

Mr Robin Monro-Davies, 
managing director of IBCA, 
said; “The Chinese authori- 
I ties have expressed a clear 
deman d to expand capital 
[ markets -activities In China 
j .and have actively encour- 
aged the formation of this 
<*mpany," ’> ' 

I- Ebe .venture will concern- 
Jrafa mainly on ratings for 
domestic bond Issues. 
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developing a medical pro- 


Tils lias potential application for 
rtSde range erf medical conditions, 


oiriendy being rested in preclmical 
ted- clinical studies in die U.S. and 
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PhotoPoint has potential to selectively 
target a range of abnormal tissues in 
ibe body, such as diseases like cancer 
or retinal abnormalities. 


In dinical studies, the PbotoPoim dru<* is 
injected and ls subsequently retained by 
target cells, ft remains inactnc until 
exposed to a specific wavdength of non - 
tfrermaf rcJ Jigfec. 


Light is directed at the target area. A 
small diodc'based system generates the 
light, and special devices ddiuer it within 
the body or on its surface. 


Targeted cells arc destroyed by an intcrac - 
non f’enoecn the drug and the ligfiutvitb 
. minima/ known side effects. PhoioPoint, 
now in clinical trials, is being devdoped 
as an outpatient procedure. 
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don’t expect a corporate name change to 
K get the attention of investors, would a 

; BREAKTHROUGH IN MEDICAL TECHNOLOGY SUFFICE? 
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■ '3:. s begiii : with, thats no big news. 

• V V.'Bfeheires why you just might be 
1 di r> -.t- u hearing; a lot about us from now on. 
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cles as photodynamic therapy. But bur 
approach is so advanced were brand* 
ing it under a different name. ( More 
about that later.) 

To begin widi, our procedure uses 
proprietary synthetic drugs because 
they have the potential to be precise 
and controllable. Our patents cover 
broad classes of compounds. 

... /W£ are synthesizing these drugs 
to react to a low-power red light 
that is ideally suited for penetrating 
' body tissue. Wt are also developing 
light-producing devices designed to 
be compact and affordable, yet allow 
for precise control through sophisti- 
cated software. 

Next, through years of research 
weve gained a unique, expertise in 


dosimetry, determining the amount 
of drug to administer, the time 
needed for the drug to achieve 
optimal concentration in diseased 
or target cells, and how to control 
the intensity and duration of light. 

This in turn may offer the physi- 
cian considerable selectivity in the 
application of the treatment. 

Finally, we have forged strategic 
alliances with some of the most 
respected names in the medical 
industry. 

We plan to market this procedure 
under the brand name PhotoPoinL < 
We will work aggressively with 
our corporate partners to create a 
sharply-focused brand identity for 
PhotoPoint among the medical and. 


V VbowJbinFand Miravant (bfasdaq: MPVT)at iuum/.rriiravanLcom,orQiU usat S05 

. rigwire rt^atory appnrual b^ore [marketing. . 
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Miravant 


patient community. Through these 
efforts, we look for PhotoPoint tc 
become synonymous with the high 
est standard of control in photo 
selective procedures. 

No business plan can guarantee 
success, of course, and drug approval is 
a challenging process. But we think 
our strategy of pursuing multiple rev 
enue streams and strategic alliances 
that provide a path to market will 
position us to become a leader in a 
whole new field of medicine. 

\bull be reading a lot more about 
Miravant in the months to come. 
But if you don’t want to wait, visit 
. our website at www.miravant.com, 
or call our investor relations depart- 
• ment at S05-685-9880. 
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NEWS: THE AMERICAS 


Hooded men ^ res ^ ent faces fresh pressure over alleged campaign fundraising abuses 

to unveil US Reno fires salvo in ‘dial-a-dollar’ war 

tax abuses nsse - ■ 225 ^“'°- ^ -s e-e 


L ater today several 
hooded men and 
women will be care- 
fully ushered into a Senate 
committee room by congres- 
sional aides. Users, they will 
testify from behind screens, 
with their voices altered, 
describing a litany of abuses 
carried out by the Internal 
Revenue Service against 
innocent taxpayers. 

The hearings mark the 
beginning of what Congress 
plans to turn into a sus- 
tained campaign on the 
issue of IRS reform. Current 
and former IRS agents - dis- 
guised to avoid possible 
retaliation by the agency - 
are expected to describe tn 
graphic detail how they 

unfairly and often illegally 

targeted taxpayers with lim- 
ited resources in order to 
meet quotas. 

Polls indicate public dis- 
satisfaction with the IRS 
now tops nearly all other 
political concerns. Republi- 
can leaders hope testimony 
from the agents and their 
victims wfll provide impetus 
for a radical overhaul of the 
organisation, while supply- 
ing critical political ammuni- 
tion for next year’s congres- 
sional elections. 

“No federal agency 
touches more Americans 
than the IRS and none is in 
more need of better account- 
ability to the people it 
serves,” says William Rath, 
chairman of the Senate 
finanr*fr committee orchestra- 
ting the hearings. “The best 
way to improve the agency’s 
relationship with the Ameri- 
can taxpayer is to open it to 
inspection and serious, ongo- 
ing TnonW-wrlng — qnrrwrfhteff 

that has not been done 
before.” 

To do that, Congress is 
drawing on the the results of 
a bipartisan investigation 
which documented a litany 
of management mistak es, 
ranging from a disastrous 
attempt to implement a 
multi-WHian dollar computer 
system to ineffective tax- 
payor helplines. 

According to Rob Port- 
man, a Republican congress- 
man and commission co- 
chairman, the problems run 
so deep they cannot be 
resolved internally, instead, 
to transform the 100,000 
strong agency from “an 
enforcement bureaucracy to 
a customer-driven service 
organisation,” he has spon- 


sored a bill which, among 
other changes, calls for con- 
trol of the agency to be 
handed over to a new board 
of directors dominated by 
private sector executives. 

Treasury officials say 
abuses by IRS agents are iso- 
lated and do not reflect the 
agency as a whole. Robert 
Rubin, Treasury secretary, 
has launched a counter- 
offensive. warning that the 
congressional plan would be 
unhelpful, inappropriate and 
create serious conflicts of 
interest 

irtataad, ha is pushing the 
administration's own reform 
programme, which proposes 
Institutionalising a new 
management council drawn 
largely from government 
departments with an advi- 
sory group of private sector 
representatives. 

To nt gna! hlfi wwimitwpri t 


The IRS is in 
the spotlight 
today, says 

Mark Suzman 


to genuine change, Mr Clin- 
ton has chosen to overlook 
the traditional tax lawyers 
in choosing a new IRS com- 
missioner. He nominated 
Charles Rossotti, chairman, 
of American Management 
Systems, a Virginia-based 
information technology com- 
pany, in the hope he can 
solve some of the computer 
problems. 

But with little sense of 
urgency in the Senate to pro- 
cess either Mr Rossotti’s con- 
firmation or pursue passage 
of the reform plan, there is a 
suspicion the main qtm of 
the hearings is simply to 
exploit public ire against the 
agency. 

Critics argue that the 
haartep also avoid tei-kling 
the central problem: the 
complexity of the tax coda 

Indeed, restructuring the 
overall system is not high on 
the congressional agenda. 
Still, Brian Besanceney, an 
aide to Mr Portman, says: 
“Realistically you’re not 
going to get fundamental tax 
reform in this administra- 
tion. But this bill would go a 
long way towards relieving 
public frustration with the 
way the agency operates." 


Weak peso 
pleases 

Colombians 

Relieved exporters may have 
seen last of strong currency 


By Mam Thomson 
in Bogota 

Colombian exporters have 
greeted a surprise currency 
depredation this month with 
relief. 

For seven years, the 
strength of the peso has 
been squeezing legitimate 
exporters, says Miguel 
Camacho, director of eco- 
nomic analysis at the Colom- 
bian Exporters’ Association. 
Now, he says, the devalua- 
tion "allows exporters to 
recover some of the loss in 
profits they have endured in 
the past”. 

The mid-month slide of the 
peso against the dollar of 
about 6.6 per cent in three 
days, coming cm tap of an 
earlier depreciation, was ini- 
tially attributed to specula- 
tion by local currency trad- 
ers. Banks were awash with 
pesos and, given the central 
bank's recent cut in interest 
rates on its treasury paper, 
local bankers began buying 
dollars. 

However, analysts are now 
saying other factors are at 
play. The result, they say, is 
that the peso is likely to stay 


For example. Santander 
Investment in Colombia has 
revised year-end estimates 
down to 1,280 to the dollar, 
compared with about 1,240 
now, implying nominal 
devaluation of 27.8 per cent 
far 1997. This compares with 
expected inflation this year 
of about 18 par cant 
One factor is that Colom- 
bia's oil production boom 
looks further away than 
expected. The state ofl com- 
pany, EcapetroL. recently 
confirmed that end-of-year 
targets for oil production of 
500,000 barrels from the new 
Cusiana and Cupiagua fields 


would now he closer to 
300,000 barrels. 

Operational delays and 
“public order problems” - a 
euphemism for guerrilla 
action - had disrupted pro- 
duction, said Ecopetrol. 
There has also been a 
marked fall-off in foreign 
direct investment A number 
of deals involving large 
amounts of foreign inflows 
bolstered the peso last year. 

The entry of Chilean-based 
Endesa and Chllgener into 
Colombia's energy sector 
helped swell the central 
bank's coffers by more than 
SLlbn in December. But this 
year, the flows have ebbed, 
with only the sale of Banco- 
quin to the Spanish-based 
Banco Santander and the 
sale of the Pacific Energy 
Company to a US-led consor- 
tium bringing in significant 
dollars. 

One unknown factor is 
whether Colombian drug 
money Is having an impact 
on the peso. Conceivably, 
government asset seizures 
from traffickers could be dis- 
couraging the repatriation of 
earnings, but there is no evi- 
dence to beck this. 

More tangibly, the govern- 
ment recently announced 
that for the rest of 1997, it 
would not use foreign mar- 
kets to cover its fiscal defi- 
cit, Instead relying on 
domestic borrowing. 

Also, in August, maturing 
foreign loans Increased 
demand for dollars. Peso 
loans have also became mare 
attractive. Given the sharp 
redaction of interest rate: 
resulting from looser mone- 
tary policy local business is 
increasingly turning to tbs 
internal market. That has 
created more demand for 
dollars as businessmen rush 
to pre-pay foreign debts. 


By Gerard Baker 
fri Wa shin gton 

Tbs US Justice Department 
has increased the pressure 
on the president over alleged 
political fundraising ah uags, 
at just the moment when the 
Senate is about to give BUI 
I Clinton a breather. 

The formal review of alie- 
. gations that Mr Clinton 
broke the law during last 
year’s election campaign 
marks the latest and poten- 
tially most serious twist in 
the succession of allegations 
and rumours about cam- 
paign finance abuse that 
began late last year. 

As the Senate shifts the 
focus of its bearings away 
from specific allegations 
against Mr Clinton to the 
less explosive subject of 
broader campaign finance 
reform, the decision by Janet 
Reno, the attorney general, 
to launch a formal SO-day 
review, is highly specific. It 
relates to the so-called “dial- 
ling for dollars” claims 
Mr Clin tan improperly used 
White House offices to solicit 
funds over the telephone. 

The review could, within a 
matter of months ^<1 to the 
appointment of that modern- 
day instrument of torture for 


presidential incumbents, the 
special prosecutor. 

If at the- and of the 30-day 
review, the president has not 
been cleared, Ms Reno most 
proceed to -a full 90-day 
investigation. If that still 
leaves suspkaans of wrong- 
doing, the attorney general 
will ask a special panel of 
three judges to appoint an 
independent prosecutor, who 
would .be likely to 6e a zeal- 
ous individual determined to 
bring charges against the.' 
president if he could. •' 

The weekend's dramatic 
turn of events leaves the US 
in the uncomfortable posi- 
tion of having its twq most 
important citizens under for-: 
mal investigation by the 
FBI. Two weeks ' ago Ms ' 
Reno sat in train an id enti c al 
process for vice-president A1 
Gore, who faces similar alle- 
gations. The president's 
adversaries were salivating 
at the weekend at tie pros- 
pect of blood at last In * 
political battle that has so . 
far failed to ignite much 
public excitement. 

“I think the. president’s 
fingerprints are all- over 
this,” said Senator Don 
Ni deles, a leading Republi- 
can. “I think there’s a scuds-, 
tog. gun." ‘ . ■; " i. 




Attgatay 


JEtego: launched a SAday review 




. Ifcit it la raBkely cpngres- -relatively obscure 115-year, 
siqnal : investigators will cM statute passed, ft is said, 
have ta vend much time to a fit of pique by an irri- 
dusttog off their rules on tated Congress, that forbids 
fcnpeachnjnnt. The 3aw Mr. . ..federal employees freansaho- 
'^intan and hfr Gore are ittog campaign funds on fod- 
allegpd ft have, broken is a era! prope rty . In spite of 


many apparent infringe- 
ments over tire years by 
. pregnants congressmen, 
there have been no high-pro- 
file prosecution* 

Mr CHntap and Mr Gore 
. are alleged to have called bjg 
Democratic party donors 
'from their -offices in Mr 
Gore’s case - on at feast 78 
occasions. Mr Clinton says 
be cannot remember 'having 
made the calb, though, his 
lawyer? say, even if ha did, 
they were not i l legal. 

Mr Clinton will offer the 
• dyfanrq given by Mr Gore 
that the calls were made to 
donors of “soft money " , 
.funds contributed to the 
. Democratic party's general 
accounts, not to specific elec- 
tion campaigns, as prohib- 
ited by the law. 

This may prove bard to 
i p a ijoifln nnder dose scru- 
tiny by prosecutors, how- 
ever. In Mr Gore's case, 
newspapers have already 
repeats that some of the 
mxuwy.be raised was chan- 
neled subsequently into 
canggrign funds. Mr -Ghutou 
may have difficulty explain- 
ing soma of his eafla. 

Rut even if the two men 
did break the. law, no one 
egjgcgg. that atone ft cause 
s y yjjfpig trouble for Mr din- 


ton, As George WH1. 8 con- 
servative commentator put 
It -we don’t impeach people 
for malting pho»* calls. 
Which, If they had been 
mails team a dHfarent phone 
would have been perfectly 
legal." 

But the legal process now 
aet in train does present 
risks short of impeachment. 

First, special praeeeutors 
have a babit of spreading 
their inquiry way beyond its 
initial scope. 

Second, the investigation 
Nearly pose® problems for 
Mr Gore. White Mr GBnton 
plans to fade into retirement 
in three years, Mr Gore ia 
already running for presi- 
dent in 2000. Successful cam- 
paigns have been waged 

against the distractions of an 

independent prosecutor - 
Bffl Otatnn last year, with 
the Whitewater investiga- 
tion, and George Bush in 
1988 over the Iran-Contra 
affair. 

- Rut, as polls start to show 
slippage to Mr Gore’s reputa- 
tion for probity, the 

vice-president knows the last 

tWnff he wants is a c r i min a l 
Investigation that may last 
the entire length of his cam- 
paign. 
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troubles Central Asian waters 
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Clover and Bruce Clark analyse big 
J^f^r riyalry in energy-rich ex-Soviet states 


r - [.o - 

Ptrf ecuj 




* 

• ,.r~- '^v£^ 
*/*=&£. ■ 

"• sh-V. 0 : pres,. 


breezy dec]*, 
ration that “there 
is .nq . place 
l -«■*■ earth we ■cannot get 
soueral parachuted 
> ■'. Htto K a raK fa s t a n last week 
- .: ag^ a recor^brealcing, ncaj- 

* North Caro- 

^^©irdCTiva] In the heart of ■ 
\-oy00; $09. of General John 
^ ^oeebah «h 3. ,60q paratroop- 
;. 82nd Airborne, 

• *up jRfafwSJong. jilght-natiori 
■ v^ac^eptag drill, provides 

- ; 0^ ',4*F- the *n<wt dramatic 
>i 4at? ; of . keen US : 

' • intere st'' in the ^ ex-Soviet . 


. — -sac fo. * « 

i££ ■***£'. 

'■'■■ • :**■- **t 

-2 G*ItU J S^ 

• i «7 Eu *h ft 

***’ ^'JMu 


:-t I;*'*** 
‘■-'-£85' *?.^'. “S 

. ,7 V 1 

r.^ Cff la 
‘ ‘■ & ~ 5 - : Escaa 


'Vivpj^pLpe co-operation is 
- fca^BK its. place alongside 
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40- With a r string of former 
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^OLestabhshing a dense 
of ties with one 


tor example, is 
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^defence linkg with Geor- 
;■ m _ ?JiBr offering to provide 
.'p^ttSeeperp ‘ for the . break- 
-pwiEc Georgian region of 
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: ; '53#JP^ for its pxrt, has 
t^pjpcjrgte that any ; Cas- 


jaan-dfl shipped from Geor- 
gian ports should go in part 
to Ukraine, in order to free 
that country from depen- 
dence on Russian energy. 

Ukraine, the third largest 
recipient of US aid after 
Israel and Egypt, played host 
last month to a US naval 
exerdse - whose original sce- 
nario, the suppression of an 
ethnic rebellion fomented by 
a neighbouring power, was 
modified after Russian pro- 
teste. • 

While Russia is a grudging 
participant inthe Central 
-Aslan war games, the 
steadily rising profile of US 
business, diplomacy and 
defence in Moscow's former 
dominions has left the Krem- 
lin unhappy. 

: President Boris Yeltsin 
.test month deplored rising 
US influence in the Cauca- 
sus. “Our interest Is weaken- 
ing. but the Americans, on 
the contrary, are beginning 
to penetrate this zone," he 
said. 

As republics like Ukraine. 
Georgia, Azerbaijan and 
Uzbekistan dub together to 
resist Russian influence, 
Moscow has tried to shore 
up links with Belarus and 
Armenia. 


While Azerbaijan’s Presi- 
dent Haidar Aliev got a lav- 
ish reception In Washington 
last month, after signing oil 
deals worth nearly $lObn, his 
Armenian foes sealed a new 
friendship pact with Russia. 

US officials readily 
acknowledge that their 
country's interest in many 
ex-Soviet republics is rising 
rapidly, but they Insist that 
this need not threaten Rus- 
sia.. 

Strobe Talbott, the deputy 
secretary of state, said In a 
recent speech that US policy 
towards the Caucasus and 
Central Asia was motivated 
both by potential upside - “a 
valuable trade and transport 
corridor" - and fear of 
the downside: extremism. 
Instability, even outright 
war. 

M lt would matter pro- 
foundly to the US if that 
were to happen to an area 
that sits on as much as 
2O0bn barrels of oil," he said. 

“We want to see all 
responsible players in the 
Caucasus and Central Asia 
be winners," he insisted - in 
a back-handed promise to 
Russia that it would not be 
squeezed out, as long as it 
left room for others. 
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Still, many Washington 
observers discern a continu- 
ing shift in the emphasis of 
US diplomacy - away from 
the Russia-first instincts 
that prevailed after 1991 and 
towards greater stress on 
other republics. 

Charles Fairbanks, direc- 
tor of the Central Asia Insti- 
tute. sees three factors driv- 
ing this process: the US oil 
companies, the enthusiasm 
of the Pentagon far defence 
links and the influence of 


big US embassies in the 
region. 

But he and other US 
experts caution strongly 
against any crude distinc- 
tion - between pro-western 
and pro-Russian blocs - 
among the ex-Soviet repub- 
lics. The real pattern is more 
confused. 

For example, in the 
Vienna disarmament talks 
on conventional weapons, 
the republics of Georgia, 
Ukraine, Azerbaijan and 


Moldova have formed a bloc 
to resist the combined poli- 
cies of the US and Russia. 
The Azerbaijani-Armenian 
conflict, meanwhile, stimu- 
lates hard arguments within 
the US and Russian capitals 
as well as between 
them. 

As US observers see it, the 
chances of a conflict 
between US and Russian 
interests will depend largely 
on how Moscow responds to 
Washington's insistence that 


all “responsible players" get 
a slice of the geopolitical 
pie. 

In the energy-rich Caspian, 
where big-power competition 
is toughest, Russia is step- 
ping back from Its old Insis- 
tence that all extraction be 
agreed on by all five littoral 
states - but it is fighting for 
its own share of the Sea. 

The Russian government 
recently threw down the 
gauntlet by announcing a 
tender to develop an offshore 
area <*iwimnd by Kazakhstan. 
It has also curried favour 
with gas-rich Turkmenistan 
by telling Russian compa- 
nies to pull out of oilfields 
where the Turkmens are 
challenging Azerbaijan for 
control. 

While these moves may 
irritate the west, the real 
wild card Is Russia's rela- 
tionship with Iran, which 
Moscow has treated as a tac- 
tical ally in arguments over 
the fiaspian «pd elsewhere. 
Washington this month 
voiced “serious concern" 
over the latest reports of 
Russian -Irani an military 
cooperation. 

When US officials say the 
former Soviet republics must 
be open to political, military 
and economic ties with all 
“responsible" players, there 
is never much doubt as to 
who that formula is intended 
to exclude 
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By Judy Dempsey 
In Jerusalem 



Algeria 
denies 
FIS talks 


By Route Khatef In London 


Ahmed Ouyahia. Algeria's 
prime minister, has denied 
that the government 
recently held secret talks 
with the Islamic Salvation 
Front (FIS), the now banned 
party which had won the 
1991 first round of elections 
cancelled by the army. 
Appearing on television late 
on Sunday, Mr Ouyahia said 
the FIS file was definitely 
“closed". 

According to FIS offirrlals, 
the movement's armed wing 
had agreed a truce with the 
government earlier this sum- 
mer in return for the release 
of two jailed FIS leaders. 
Abassi Madani, FIS chief, 
was expected to make the 
truce official by appearing 
on Algerian television and 
calling for an end to vio- 
lence. But he sent a letter to 
Kofi Annan, UN secretary 
general, earlier this month 
that seemed to encourage 
foreign intervention in the 
Algerian conflict and the 
government placed him 
under house arrest Algerian 
authorities oppose attempts 
at Internationalising the 
country's five-year crisis, in 
which more than 60,000 
people are estimated to have 
died. 

Mr Ouyahia'B statements 
will give weight to claims 
that the bouse arrest deci- 
sion led to a freezing of con- 
tacts with the FIS. FIS lead- 
ers In Europe, however, say 
that attempts continue to be 
made on their side as well as 
on the government's to get 
the process back on track. 


Donors to the Palest inian 
Authority (PA) believe they 
may have to rethink their 
strategy since a lot' of their 
work is being undermined 
by closures of Israeli terri- 
tory to Palestinian workers 
and by Israel's policy of 
withholding revenue trans- 
fers to the PA. 

A report by the Local Aid 
Co-ordination Committee 
secretariat, the umbrella for 
donors which include the 
World Bank, the European 
Union and the United 
Nations, is one of the 
gloomiest and critical to 
date. It was Issued after the 
committee met in Gaza, 
shortly after the second sui- 
cide bomb attack in Jerusa- 
lem earlier thin month. 

The report reflects a grow- 
ing sense of frustration 
among donors with Israeli 
policy and to a lesser extent 
with the Palestinians. Israel 
has reacted to suicide bomb- 
ings by closing its territory 
to Palestinians end by with- 
holding funds from the PA. 

Donors said their develop- 
ment and institution build- 
ing programmes in the West 
Rank and Gaza were often 
taking second place, as the 
aid had to be channeDed into 
short-term employment pro- 
grammes and bridge financ- 
ing to compensate for with- 
held revenues. 

“It is difficult to know 
which direction to turn," a 
donor said. "If we provide 
short-term assistance to the 
PA to make up for their 
shortfall of revenues lost 
through closures, we subsid- 
ise Israeli policies at the 
expense of building up the 
PA's infrastructure and 
institutions." 

The World Bank estimated 
that each day of full closure 
costs the PA $ l.35m in lost 
revenues earned from Pales- 
tinians working in Israel. 

The report stated that 
donors could not be expected 
“to be responsible indefi- 
nitely for recurrent budget 
support or more generally 
for the welfare of Palestin- 
ians. The responsibility for 
Palestinian welfare does not 
rest with donors alone." 

Donors have committed 
$2.8bn, spread over four 
years ending this year. By 
the end of last year Ji.5bn 
had been disbursed. During 
the first half of the year, 
$107m out of a committed 
$483m has been allocated, 

Israel's withholding of all 
the revenue transfers to the 
PA has complicated donors’ 
work in institution building. 
The revenues, which include 
value-added tax receipts, 
total an average $42m a 
month and are used to pay 
the 70, 000-strong public sec- 
tor, Including 30,000 police. 

"Although some of the 
money has been transferred 
by Israel, the amount that is 
owed accumulates daily," 
said an IMF economist 


Internet seen 
as lucrative 
IT market 


By Paul Taylor in Porta 


The internet is replacing the 
personal computer as the 
engine of growth for the 
information technology (IT) 
market and provides an 
opportunity for new market 
leaders to emerge, IT Indus- 
try leaders were told yester- 
day. 

According to research 
presented to business lead- 
ers attending International 
Data Corporation’s annual 
European IT forum in Paris, 
customers spent gl9bn on IT 
products and services tar- 
geted at enabling them to 
exploit the internet and 
internal corporate Intranets 
last year. 

By the end of the decade, 
IDC predicts this figure will 
reach almost flOObn. 

Meanwhile, the corpora- 
tion predicts that the level of 
electronic commerce con- 
ducted over the internet will 
jump from an estimated 
$10bn this year to more than 
$220bn by 2001 with busl- 
ness-to business transactions 
accounting for 79 per cent of 
business volume. "Com- 
merce is the Internet's killer 
application,” said Frank 
Gens, in charge of IDC's 
internet research. 


At present 60 per cent of 
customers are unable to 
identify a single IT vendor 
they would consider a key 
internet supplier. The lead- 
ing named supplier, Micro- 
soft, was cited by only 11 per 
cent 

IDC’s research also high- 
lights surprising regional 
and national variances in 
the adoption of the internet 
with the Asia-Pacific region 
leapfrogging western Europe 
in the next four years, both 
In terms of internet users 
and internet commerce vol- 
ume. 

At present, IDC estimates 
there are 29.2m Web users in 
the US, 9.6m in western 
Europe, 8.4m in Asia-Pacific 
and 2.7m in the rest of the 
world. By 2001 IDC predicts 
the number will have grown 
to 94.2m in the US, 36.8m in 
Asia-Pacific, 32.1m in Europe 
and 11.4m elsewhere. 

Similarly electronic com- 
merce is expected to jump 
from $£L5m this year in the 
US to $l55.1m in 2001, while 
internet commerce in the 
Asia-Pacific region will grow 
from $720m to $30.6hn, out- 
stripping growth in western 
Europe, where the figure 
will grow from $l.ibn this 
year to $25.9bn. 
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BP chief calls 
for tax to halt 


energy waste 


Team of economists swoops on soccer 

US experience may show how clubs can survive a European Court ruling 

T he City of London dis- §»£ 
covered soccer some 
time ago: now econo- 


By Leyte Boulton, 
Environment Correspondent 


John Browne, chief execu- 
tive of British Petroleum, 
yesterday called for new tax- 
ation to curb energy waste 
and guard against the threat 
of climate change. 

Mr Browne made this 
unusual plea for an oil com- 
pany as part of a package of 
proposals for curbing green- 
house gases including car- 
bon dioxide from the burn- 
ing of fossil fuels. 

Mr Browne said new taxa- 
tion could help promote 
greater energy efficiency as 
a “precautionary" step to 
tackling a problem which 
remained shrouded in scien- 
tific uncer tain ty. 

Mr Browne, who has taken 

a lead among oil company 
chiefs in acknowledging 
global warming as a poten- 
tial threat said it was "no 
different from other 
areas . , . Uncertainty does 
not mean 'do nothing’." 

Speaking on the eve of 
legal hearings over Green- 
peace's attempts to halt new 
offshore oil exploration, Mr 
.Browne was at pains to 
stress that his company’s 
concern about climate 
change was not intended to 
please environmentalist 
groups. 

“We are not doing any of 
this for Greenpeace,” he said 
in an interview with the 
Financial Times. BP was 
simply acting rationally in 
thinking about its long-term 
prosperity, as many other 
companies did. 

“The question now is what 
do we do about this?” 

BP had spent S160m "in 
the past medium term” 
developing Its solar energy 
business. Although insignifi- 
cant now, solar power could 
come to play an “important” 
part in the world’s energy 
mix over the next century. 

But Mr Browne stressed 
that any new taxation 
should not discriminate 
against specific economic 
sectors “such as transporta- 
tion”. “Tm not going to talk 



Lydtt van dor User 

John Browne: “Not doing 

any of this for Greenpeace” 


about a carbon tax,” he said, 
referring to an ill-feted pro- 
posal suggested a few years 
ago by the European Com- 
mission, the European 
Union’s Brussels-based exec- 
utive body, and, briefly, by 
the US government. 

“That creates in people's 
minri . . . perhaps a tax lev- 
ied from Brussels and dis- 
tributed by Brussels ... a 
tax that is selective and 
[does not lead to] a level 
playing field,” be said. 

Asked for examples of how 
a new tax might work, he 
cited Scandinavian-style tax 
rebates for energy-intensive 
industries. 

Mr Browne said BP was 
also undertaking its own 
research on taxation. It 
would soon launch experi- 
mental trading amon g 10 of 
its subsidiaries in interna- 
tional permits for green- 
house gas emissions. 

An international system 
for trading emissions among 
countries will be raised at 
international climate change 
negotiations in Japan this 
December. 

Mr Browne also acknowl- 
edged that BP, like other 
companies, had faced diffi- 
culties in applying ethical 
and environmental stan- 
dards around the globe. Its 
record in Colombia, where it 
pays the army for security, 
was last night subjected to 
fresh scrutiny in a UK televi- 
sion documentary. 


T he City of London dis- 
covered soccer some 
time ago: now econo- 
mists have woken up to' it as 
well The Institute of Eco- 
nomic Affairs, the thjnk 
tank, yesterday published an 
issue of its journal Economic 
Affairs that is largely 
devoted to sport The Insti- 
tute. for all its fine market 
beliefs, accepts that sports 
clubs cannot be treated as 
companies. Clubs, unlike 
businesses, need their rivals 
to be healthy if they them- 
selves are to prosper there 
is no point being a great soc- 
cer club if you have no one 
worth playing against 
So two studies accept that 
the football transfer market 
may not be left entirely free. 
One article, by two US 
academics, draws on the 
American experience to pre- 
dict how small soccer clubs 
may survive following the 
European Court of Justice's 
“Bosman” judgment 
The court ruled in 1995 
that footballers were free to 
chang e clubs once their con- 
tracts had expired, without a 
transfer fee being paid. That 
created fears that small 
clubs would lose players to 
big clubs without receiving 
any money in return, and 
that players' salaries would 
multiply endlessly. 
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Level playing field: dubs need their rivals to be healthy if they themselves are to prosper 


The US went through the 
“Bosman” experience 
decades ago when Its sports- 
men became free agents. 
Wages have indeed risen 
sharply since, as clubs have 
had to compete for players. 
The average major league 
baseball player today earns 
more than $lm compared 
with 944,700 in 1975. National 
Basketball Association play- 
ers earn just under 92m each 
on average, up from $20,000 
ta 1967. Yet the clubs still 
prosper. 


Allen Sanderson of the 
University of C hicago , and 
John Siegfried of Vanderbilt 
University, try to explain 
why. 

US sports clubs share reve- 
nues and impose salary caps 
to stop Mg dubs from offer- 
ing unmatchable salaries to 
luxe all the talent. That has 
kept* the entire industry 
alive. 

-. Mr-Sanderson and Mr Sieg- 
fried predict that European 
soccer clubs will share reve- 
nues and cap salaries too. 


But they are showing no 
signs of doing so yet For 
instance, while American 
football shares 90 per cent of 
revenues, and splits gate 
receipts 60:40 between home 
and away teams, in UK foot- 
ball the home team takes all 
gate receipts. This system 
favours big clubs with big 
grounds. 

Similarly, European foot- 
ballers’ trade unions have 
opposed all suggestions of 
salary caps. Robert Simmons 
of the University of Salford 


in En gland, says in the jour- 
nal that the trend away from 
revenue sharing in soccer Is 
likely to continue. England’s 
premier League, he notes, 
formed itself in 1992 as a 
“breakaway cartel” of the 
big clubs. 

Turning to rugby, D enn is 
Thomas of the University of 
Wales warns that rugby 
league and rugby union are 
mm poring with each other 
for players and capital. 
Rugby union became a pro- 
fessional sport in 1995 while 
rugby league reorganised 
itself a year later to please 
Sky Television, the satellite 
network. 

Last year about 30 players 
moved from rugby league to 
rugby union. 

Mr Thomas says the union 
code is at an advantage 
because it is played through- 
out the UK and in many 
other countries, whereas 
rugby league is chiefly a 
northern English game. 
“Footloose 'ownership* capi- 
tal driven by commercial 
and entrepreneurial calcula- 
tions” can easily move from 
one code to the other, he 
warns. “There may be doubt 
as to whether the two sports 
can continue to coexist in a ■ 
stable long-run equilibrium.” 


Murdoch 
TV faces 
video 
challenge 


By John Sapper, 
Media Editor 


Simon Kuper 


Crash highlig hts rail safety system delay 


By Charles Batchelor, 
Transport Correspondent 


Concern at the delay in 
introducing an automatic 
train protection system on 
the British railway network 
increased yesterday with the 
revelation that the govern- 
ment's chief inspector of 
railways had declared more 
than a year ago that the 
pilot phase was concluded. 
The system has been 
installed on railway systems 
in several other countries. 

Railway experts have 
argued that, if ATP had been 
in operation on the line from 
south Wales and the west of 
England to London Padding- 
ton, it might have prevented 
last Friday's crash between 
an express passenger train 
and a freight train which 


killed six people. ATP pre- 
vents a train passing a red 
light 

Rail track, which has over- 
all responsibility for rail 
safety, ba« said that prob- 
lems in fitting the automatic 
system to existing rolling 
stock had held up its full 
introduction while Great 
Western Trains, the priva- 
tised train operator, said 
that pilot trials were con- 
tinuing. 

It was a Great Western 
train in which six people 
died and more than 150 were 
injured in the crash on Fri- 
day about 12km west of Pad- 
dington. 

But the minutes of a meet- 
ing last year of the House of 
Commons transport commit- 
tee report Mr Stan Robert- 
son. chief inspector of rail- 


ways, as saying: “The pilot 
function is finished because 
all that needs, to be known Is 
known; but one of the thing s 
that is known is that several 
of the components are not as 
reliable as they should be.” 

in a report published the 
following month die trans- 
port committee said: “We 
find the failure to implement 
either of the two ATP pilot 
projects after more than 
seven years deeply disturb- 
ing”. 

ATP has been under trial 
on the route through the 
crash site and on the Chil- 
tera line between London 
and commuter towns to the 
north-west Full-scale use of 
ATP will begin later this 
year when Heathrow 
Express services start 
between the airport and Lon- 


don Paddington. Railway 
experts expressed surprise at 
the delay in introducing 
ATP in Britain. 

"We have spent tens of 
millions of pounds putting 
ATP on two lines so you 
have to ask how fierce was 
the commitment to actually 
getting the pilot schemes 
r unning ,” said Roger Ford, 
industry editor of Modem 
Railways magazine. 

Installing ATP on existing 
trains is more complicated 
th an building it into the 
electronics systems of new 
trains. But while Britain has 
spent eight years preparing 
for the introduction of ATP, 
it has been installed in exist- 
ing trains by railway organi- 
sations around the world, Mr 
Ford said. Sweden converted 
its entire railway network to 


ATP running in the 1980s. 

The govern m ent's decision 
in March 1995 not to install 
ATP throughout the entire 
rail n etwork because of the 
high cost appeared to have 
removed any sense of 
urgency from work on the 
two pilots, Mr Ford added. 
Combined with railway pri- 
vatisation, which occupied a 
lot of time of railway manag- 
ers, this appears to have led 
to delays. 

If railway engineers had 
such difficulties 
in introducing the “rela- 
tively simple” ATP system 
this raised doubts about 
their ability to install the 
radio-based train control 
sys te ms which will form the 
next generation of signalling 
and control equipment, Mr 
Ford said. 


A email media company is 
attempting to challenge the 
dominance of the BSkyB sat- 
ellite television network by 
setting up an interactive 
cable television channel that 
would offer viewers the 
chance to watch any one of 
up to 300 films at whatever 
rim, thev choose. 

Eimsdale Media, which is 
raising SSoffl ($136.8X0) In 
start-up capital from a group 
of telecommunications com- 
panies and other investors, 
is negotiating with Holly- 
wood to offer pay-per-view 
films across cable networks. 

If it strikes deals with the 
US studios, two of which 
have provided films for a 

pilot scheme in Wales, it 
would provide an alternative 
to BSkyB’s film channels. 
The biggest stakeholder in 
BskyB is Rupert Murdoch's 
fnprfia conglomerate. 

The move comes as broad- 
casters are preparing for the 
launch of digital television 
next year. Digital technology 
will allow broadcasters to 
offer many more channels. 

Many of the channels on 
BSkyB will be taken up with 
what is known as “near- 
video-on -demand”. This 

means that films will be 
broadcast on several chan- 
nels with their start times 
staggered by 15 minutes to 
give viewers a choice. 

Eimsdale is to offer full 
video-on-demand, which 
allows the viewer to hire a 
film far 24 hours. The tech- 
nology requires a high 
capacity connection over a 
cable network. 

It will need cable compa- 
nies switching to digital ser- 
vices to offer a set-top box 
capable of offering interac- 
tivity. Thomas Kressner, 
Elmsdale’s chief executive, 
said he believed these com- 
panies would have strong 
motives to do so. 

Eimsdale is chaired by 
Alan Bates, a former chief 
executive of Bell Cable- 
media. It is conducting a 
trial of its technology with 
the cable company NTL. 


BUSINESS OPPORTUNITIES 


READERS ARE RECOMMENDED TO SEEK APPROPRIATE PROFESSIONAL ADVICE BEFORE ENTERING INTO COMMITMENTS 


CW.UM Mino 




BUSINESSES FOR SALE 


™ PERSONAL 
NUMBER COMPANY Pi C 


ROBBERY 


We don't want to steal your money. We want 
to give you cash via our new Cashback Launch 
p acka ge s *. Join us as an authorised dealer selling 
personal numbers, and you could receive gg of 
your initial investment back during your first 
quarter. Couple that with our dealer training and 
support programme, our new AIR MILES awards 
scheme and access to the wealth of ex perience 
you would expect from the market leader, you'll 
be soon on track to tag profits. 

GaH bran Mee on 07000 654327 . 


^Packages available from £1000 up to £4000 plus VAT 


Management Boy-Out 
What is your company worth? 


It spreadsheet wduaricn moddlra wed l* 
vtasaecapBiSai. M9S5 +VAT. 
tabtedBAoaM 


Business to Business 
MARKETINGAGENCY 


WANTED - CONVERTER OR 
MANUFACTURING BUSINESS 
USING SPECIALITY PAPERS 



USA CAPITAL MARKETS 


Investment Banking Firm offer 
dean US pubBc companies that 
can meet NASDAQ criteria. 
Approximate cost 90.000US$ 
inclusive at morganisation cost 
Phona.+441 619295695 + 5685 
Fax:+441 61 9295696 + 5686 


intends n m md is 
Financial and fotcativc Support 
for Ait stage of development. 
TT* business is »«I] established, 
with a Motivated Workforee. 
Good Rafik, Repuraticn and 
Potential Impressive Ctient List 
Going op bat not brfenosfh. 

Apply in writing la: 

Bo* R5464, Financial Tana, 

One Soo th w art Bridge. 
LomkMi SE1 9HL 


[Independent paper making company seeks to acquire a 
speciality paper converter. Target acquisition will: 

be engaged in paper coating/exirusion or paper 
laminating 

- have specialist coating/exhusion/laminatlng skills and 
markets 

- have turnover in the range £3m-£30m 

!- be UK, Continental European or North American based. 


Write Bax B5456, Financial Times, 
One Southwark Bridge, 

London SE1 9HL 


‘ THIRD CALL FOR TENDERS 
FOR THE SALE OF THE ASSETS OF 
-UNICOT HELLAS INDUSTRIE COTONNIERE SA-“ ATHENS, GREECE 
ETHNIKI KEPRALEOU SA. Administration of Assets sad Liabilities, of 9s 
OnysK»}>fliatis«a Stt. Athene 1QS60L Greece, in hsapaciiys U qndwor of "UNIOOT 
HELLAS INDUSTRIE COTONNIERE S_A." r ■ axnpany with in repsered office m 
Alban, Greece, (tbe ‘Company'"), preremly under special b qtw hn on accenting M g>c 
provtakxn of trade M* erf La* 1892/1990. by virtue of Dcdrion No. 10539/1996 of Ok 
A thens Coot of Appeal, epoo the imopcoons of the ciaban representing more dun 
SIR of the duns anna the company. 


for the sale of the i 


The Company 
was decl a red b 
jams, die 


ipany described below; 

TKW 

id in c p curi oo mril 305.1993 when a 
i prong, the —rfksn tng of conan 
On 16.12.1996 a was placed trader 


TOILETRY LINES 
REQUIRED 


Channel Islands 



SEED CAP INVESTORS 

SOUGHT for outyaaBoNgrayquiiBfiad 
dynamic coV maMy biotech. 


An established Squid and 
toothpaste toSebTBs manufacturer 
vrtttt excess capacity Is in te racted 
in purchasing established 
toiletry fines. 


Access Screened investment Opportunities 


For dram * aepomonwt <*m: 
Cray Tom UmM. fed Root 
Canid Race, a Halec, 

Jney JE24TE 


ph arma ceutical & Boflanan. Poterttal 
to Kt in Z6 yis. Cafl Cartons ffloy. 
Tel 01 61 2286791 


Write Box B5454, Financial Times, 
One SoufriwarK Bridge. 
London SEl 9HL 


BUSINESS WANTED 

SucucafuJ American Budnemaa Looting 
id idocsre to EofRiod. Undra Horae 
Cowries. See*i embodied and profitable 
borioera. Preferably reriraere sale, fctost 
lore had a good welt recoil : Pit Tta. profit 
rtu leal £20U>00 per year tor ba tteee 
yesre. Auyihzag waluel reply id 


OFFICE EQUIPMENT 


Included ia August Report £ 

Aviation Safari Adventures 54.8m 
Car Window Antenna System 200k 
Fbm Emaswu Motoring S/W 1.0m 
Video Conferencing System 1 00k 
CoapmTdepiioaylidEgiara 200k 
Preformed Road Markings 30C% 
Internet Services Group 2.0m 
S/W Training Multimedia 150k 


Included la Sept Report £ 

Fhaanaceutinl Dev Services 1.0m 
Conjnan-CotqxoeolSop^ 50k 
Latriarmte Processing Has Slim 
Contact Lens Solutions 100k 
TV - Inner Wold erf Medtrit* J270k 
Legal Training Via Internet 310k 
Global Trade Admin Systems 200k 
Him - Fantasy Movies 96k 


Fax: 01534 35401 
ELMaOxittytrst@MI.nat 


tusk* Mate* u UK *« 
raitiwJi nw * — era now** 
W DISCS 201 365 
FaKOrMsman 


Full details available through TRIAL SUBSCRIPTION 
Access a regular flow of screened businesses seeking equity capital 
VCR reviews business plans & meets the entrepreneurs concerned 


Are you looking for US markets? 

Do you want US customers? 
k We deliver them now. 

: . Camden Partners fnternationai, Inc. 

UeseTambuntnoorBaiHome 
r US Phone: 847/304-1414 Fax: 847/304-1514 
UK Phone: 01715447390 Fax: 0171 5447330 


OFFICE FURNITURE 


Duo to dty bank order postponement we have a large 
quantity of quality executive and system ranges - 
conferences and receptions. Large choice of veneers: 
(Walnut, Rosewood. Ash etc.> 


with discount of up to 40% from R.R.P.! 


London Showroom for viewing 
Please contact 


LINE ABURO LTD Tel: 0171 331 6678 




Venture Capital Report 01865 784411 


mmm mmms. 

rn mr mm mr mmt 


Aviation specialists in die Russian Federation and OS. 

Close association with airports. ATC centres and related civil/miliury 
organisations. 

Consultants to GEC- Marconi Radar A Defence Systems Ltd 
Competence In: 

• Business/Jmeniinent/indiistrifll infrastructure, 

• Technology for am.-raft. airports and ATC 

• Russ ian language. 

■ Command A control systems, computer hardware & software, 
cwnnumkalKsu. 

• Project feme Big. 

Supported by (he resources of the holding company, which has a 200 year 
trading history. 

If you need any support m these areas, please contact : 

John R. Oliver MSc MBCS CEng. Managing Director 

Lewis & Peat. Bier Ltd 

T9 Knigh is bridge. London SWI X 7RB 

Tel: 444 |7I 235 «W Fox; 4+t 171 623 3351 

E-Mail: 1 00060.3 3 " iji’Compiwrvc . eofli 


Shared Space Available 


A«eflas£rf*shed,NYC 
consdUng Ann has serviced 
offices avaSaUemfcHwn 
Madison Avenue. Telephones, 
computes, research aid 
st^pert services,' 

$1 JZOOAnonlh per office. 
CaH (212) 867-7948 
Pax (212) 972-6188 
MPayne@MRmbxam. 


LOCATION. 

LOCATION. LOCATION 


SERVICES 




NET EXPOSURE 


75 Canon Street, London EC4 
120 OU Broad Street, London ECS 

or 

0m Canada Sqnas, 
Canary Wharf, London E14 
negus Lhk-personaOssd 
telephone answering, fax and 
secretary services. 

Fully fcanttwd, staffed and 
equipped offices for rant by the 
day, week month or year. 

A business address in tbe 
most prestigious bcattaa. 
Tbfc (0171) 556 7000 


DISCOUNT 


INTERNATIONAL 


PHONE CALLS 


Save 50% Now 


Contact Dial international 


Tel: 0131 5850014 


Fax: 0181 5850075 


SAVE ON 
INTERNATIONAL 
PHONE CALLS 


• Digs* SsRcMngmbar 

°P*e*Jnes 

• A»»T and Ottwr Ht UMm 

■Um from Hams; ones, 
lintels. CM Phonss 
*24 Hour Customer Ssnrie* 
cm nowte Mm* Low rsm 

Tel: 1.206.284-8600 

Fax: 1.206.270.0009 
Unsscpsnadhoum 
ne engine/ 


fallback 


■ t:c Jo-rr-r 


BUSINESS WANTED? 


Fir.'-.:. Otii Now 

"REE 


II C - • '•'•-v V. vv . QZ-2X p-O 5i: rc . CO 


You want to advertise in Ole RnancU Times. 
For further Information please contact 
M e limto Mfles on -*440171873 3349 
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Clare BeDwood 0171 873 3234 


■BUSINESSES FOR SALE 1 


Fax 0171873 3064 


Melanie Miles 0171873 3349 


instructions 


the Joint Administrative Receivers of: GENESIS FAST FOOD LTD AND FUN IN A BUN LTD 
. M J C OLDHAM and P J LONG - PANNELL KERR FORSTER 

■ ' .. and fte Joint Administrators of: J & H KYRRIS PARTNERSHIP 

? M J C OLDHAM and I CSCHOFEELD- PANNELL KERR FORSTER 

D J OAKLEY - LATHAM CROSSLEY & DAVIS 

A UNIQUE OPPORTUNITY TO INVEST 
IN THE DEVELOPMENT OF AN 
INTERNATIONAL BRAND 

OFFERS ARE INVITED FOR THE WHOLE OR SUBSTANTIAL GROUPINGS OF 
23 Fully equipped and operational BURGER KING RESTAURANTS held on a leasehold basis and 
situated as follows: 


Bolton - 

Sheffield 

Northampton 

Bradford 

Hanley 

Wakefield 

Morecombe 


Nottingham x 2 

Blackburn 

Huddersfield 

Chorley 

Scarborough 

Stockport 

Meadowhall 


Fallowfield 

Leeds x 2 

Leicester 

Oldham 

Coventry 

Rotherham 

Ashton 


Combined a nnu a l turnover of approx £14.5 million. A trained and experienced workforce. 


AD enquiries to: Michael Oldham or Caroline Stark 

Pannel! Kerr Forster, New Garden House, 

78 Hatton Garden. London EC1N 8JA 

Telephone: 0171 831 7393 Fax: 0171 404 8109/40516736 


t r Mottteft 
arte . 


(In Administrative Receivership 

Tbc Joini Administrative Receivers, A. P, Peters and J. B. Atkinson, offer 
for sale the business and assets of die above manufacturer of timber windows 
and staircases. 

■ Situated in Lichfield & Chasetown, Staffs dose to AS and motorway 
network. 

■ Established over 40 years ago with annual turnover or approximately 
£5.5 million. 

■ Skilled workforce of 1 B0. 

■ Two modem leas eh old factories and offices of approximately 50,000 
and 10,000 square feet respectively. 

■ Prestigious customer base throughout England and Wales. 

. For further information please contact Andrew Peters or Roger Brown at 
Detohte & Touche, Cobnore Gate, 2 Colmore Row, Birmingham B3 2BN. 
Tel: 0121 200 2211. Fax: 0121 695 5555. 

MI-klWrJteaWMa.kiWriil.uK.akaMaHn. 
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The Joint Administrative Receivers of Dcbat Group Ltd, LK- Denney 
and j-B. Atkinson, offer for sale the assets and undertaking of the above 
East Midlands company. 

■ The company is engaged in: 

- Knitting and ManufacturingStretch Leisurewear 

- Specialist Hoiscry Manufacturing 

■ The business trades from a leased $5,000 sqJt. mill in Langley Mill, 
Nr Nottingham 

■ Experienced workforce - 160 employees 

■ Blue Chip customer base including high street retail store groups 

■ Approximate turnover for the year to 31 March 1997 £4 million 
For further information please contact Lindsay Denney or Ken Marland 
at Dcloinc ft. Touche, 1 Woodborough Road, Nottingham NG1 3FG. 
Tel: 0115 950 0511. Fax: 0115 936 3777. 
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South Devon 

An historic Coaching Inn 
in the centre ofKm^bridge 
Public bar. Restaurant 
Lounge. Conference room. 

Function suite. 

12 letting bedrooms. Indoor 
swimming pool. Owners' 
apartment. Cor park. Full on 
and Entertainment Licences. 
For sale as a going cooern 
Exeter: (01392) 493101 


FOR SALE 

A loss ctlablithsd ■nb-coniraciing 
Fabrication and general engineering 
company Krill bujeron tf* leUramos 
of iu owner manager. The company 
operate* m the Era Midmda. 

Key feuufcc 

ft tumovomamcMOflUSM pe n m an 
ft piuiksineimaofCracpcmaan 
ft owner ccopied pmnwea 
ft bftycquipind mMbopi 
• ofloing range of ■avieemki 
acumen 

ft OaMedmljlnxanewaheeamkietBl. 
Plane reply n>: 

Bax B5465, Fbmndal Times, 
One Southwark Bridge, 
London SKI 9HL 


PLANT HIRE BUSINESS 
FOR SALE 

T/O £1 .8 mflGon, 

South Esat based. 

Cadmus Corporation 
Finance Limited 
Tei: 01273 835455 




Est 14 yrs, successful, 
profitable, run from home. 

DataBs Box B5457, Financial 
Timas, One Southwark Bridge, 
London SEI BHL 


coopers 
&Lyorand 





f TteJoWAdmlrtfstratoiSk BfH Cteghom and David Wilton, after 
-..lor sate toe business and assets of Ws established 
tnant&jclurer of secunly rofler shutters, based in SuKteriand. 
Rlfadpol features of the business Include: 
i ; •.modem industrial unit 125 year peppercorn leasehold, 
15.660 sq ft 

• curort turnover c£3 million per auvum 
naflomffiy recognteed product branding 
iogepjntioct etpatencee.g. Eurotunnel 
• For tjWworniaton, pteose contact tan Lester of 
'Coopers' & tybrtnd, Hadrian House, Higham Place, 
NewcGStte'fflwn Tyne NE1 8BP. 

. Tel: OTBJ'^6} 2121. fax; 0191 2B9 3327. . > 

^oapaaALytaadiaaHiMriteilbyifaelMiiueorChBtoed Aeeoonant* fM 
■ Ba^nd and Wxkx u cany on h nm tman Brainesi. /M 


PROFITABLE BUSINESS FOR SALE 


Bassd In Essex, the owner wishes to ream and offers his 100 % 
shareholding in the company. The owner is fidy prepared to assist in the 
hand-over. 

The company operates as a long estabfishsd high puafity jofners and 
Shop-ftttare with an experienced management team and a strong-spread 
customer base. 

Turnover has been in excess of E6D0K tor the last 2 years and the average 
net profit over the last 2 years in excess ot£50k per annum. 

Principals only apply to Bax B5461, Financial Times. One Southwarit ! 
Bridge, London SE1 9HL 


1 (800) REMINDS 

1 (8OD0) REMINDS in Europe 


Haaasna B - -Bim, LU a J 

MniigtnnMiwqi ccnuwwo 
wUieale of mardandba gOot 
. flown and candy) both tiy 
talaptione and via tha IntsmaL 
Want harts ramambar how 

much you leva har? 1 ( 8000 ) 
REMINDS! W9 sal European 
nparetkai onatiola businaea. 
Fordatrift, see 

WWWJI00REM1NDS.COM. 
Petar Kagel; San Frandsco, 
. .001415 3469217: 


i ne propsriy 
speciaiisls 
'or go! f 
and ,'c-isuro 
businesses 


o4 Brcck Street 
London 
W1A2BU 
Telephone: 

0 1 / 1 43' 1555 
Fax: 

0171 4S1 2555 


FOR SALE 

18 HOLE GOLF COURSE 

.•'•"•••".DEVON • 

OFFERS OVER £500,000 

(Residential properties also 
available by separate negotiation) 


Ghesterton 




IIHilibJyjl: 


IfUrant a f-ua- Vnrirotilma 

viDrarn ana pronwiva rcxKsnini 
manufacturing Oroup In paper 
and polythene. 

National and I nt en ietl onM sates 
in excess o# E7m. 

Write box B5463, FlnandaJ 
Times, One Souttiwirk Bridge, 
London SCI 9HL 


CONSUMER MAGAZINE 
Publishers of successful 
womens Hfestyie magazine on 
sale for 7 months, has run out 
of working capital. Offers. 
Write Box B5460, FlnandaJ Times. 
One southwark Bridge, 
London SE1 9HL 



FOR SALE 

Midlands based: 

• industrial products 

distributor with associated 
service and repairs 

ft turnover in the region 
ofCLGM 

ft extensive customer base 

ft gross margin in 
excess of 30% 

ft retirement sate. 

Int er e sted parties should reply ux 

Box B5466. Financial Times, ■ 
One Sotnbwark Bridge, 
London SEI9BL 


ELECTRONIC PUBLISHING 

Pubtoher of EngBsh tanguags Intormaflon on -the capital markets o( Russia, 
covering hitra-day securities prices & volumes, together with mortal trading 
statistics. Irxflces and commentaries. Subscrtter fet reads Ita wfm - 5 who of 
major International financial institutions. Screen-based electrode daihay 
(as dose to real time as Vie medtan allows). ■femplaJes&rfiastnxaure, far 
countriea olhar than Russia, awsibig implementation. 

DetaftK PC Box 2288, London WIN IDA 


CHRISTIK&.CU 


Surveyors. Valuers & Agents 


S r Anne’s on Sla ni D< 


RtoDBcruu. Cake Bcme 
Crasorrur Keczsuxbd fob 24 
* Good historic occupancy, 


■ Popular location dose rows centre. 
• Sale doe to rctxremcnt. 

£525406 so nut usasshow 
MnehaurOffiw Rtf56ffT785J2 

0161 833 33U 


Kesdbnum. Cue Bom 
REGBXEUDroslO 
■TbKiing widi sn»g occupancy. 
■8 single. 1 double bedroom. 

•Fee range £2&S-£430 per resident 
per week. 

B2&6M fibibou) 

WmchaarOffkr X*fmT748>9 

01962844455 


FOOTBALL KIT /TEAMWEAR- 

Over hi Tint three years of trading, the company baa gained a firat class reputation 
for quality football tils, sold via ks mail order data base » SCHOOL/ 
WEEKEND PARK FOOTBALL TEAMS. Due 10 lhe extended core business 
iatereoi of founder lex footbaltert.it is feW thai anew owner should now be 
sought. The business is easily relocated, and run from low cost base. GJ*. is 
minimum 35%. The business is non manufacximng and has loyal supplier base. 
Stock value sought is purdy prime cost circa 50k i«H stock is current/ safe classic 
designs i togedier with aomridemioa of for the well known trading name / 
goodwill. 

Plcax write to : Mr Davis 
TheWheethouse 
Boltin way 

Cheshire WA 15 0NZ 


Slti-olk H M 


ANCHLSTEK 


Noising Home 

Cmumur Rsgstebsd fob 27 
1 * Ron under management. 

• Part purpose bmh, superb 
location overlooking pnk. 
-T/O in liie region of £401,000. 
fTDfljMfl nxESOLD 
Ipnich Office Krf WFT74S12 

01473256588 


NresmHauE 
Regstebo) nos 34 
•Substantial detached property. 

* Residettnal area. 

•Car parking facilities. 

• Passenger lift. 

£S25jOM ntEtsoLD 
Uiadtaur Office Ktf5&fT7K5?0 

0161 833 33U 


Offices at. London - Birmingf^am - Bristol • EDIN8URGF^ 

Exeter • Glasgow • Ipswich • Leeds - Manchester 
Milton Keynes - Newcastle ■ Nottingham • Winchester 


FOR SALE 

BROKERAGE/ 

FUND MANAGEMENT COMPANY 

SmalL very high net worth and loyal client bank (approx 150) 
e.g. includes 4/5 Millionaires. 

Over £3 million under direct mana ge meju producing £50k+ pa. fees. 
Increasing by 12-17& p.a. over next 10 years. 

A number of 10 year savings plan with annual premiums of 
£20k-£30k P jl (2-7 yre old) 

Expected lo produce up to £1/2 Million each at maturity 
(TAX FREE) for immeduue re-invenmem. 

A number of regular premium pensions (ppp&eppj of approx 
£25k pa. retiring within 5 years. 

A few clients who are due to scQ Lherr businesses within 
5 yean for sums between £250k-£l 2tn. 

NO OUTSTANDDMD LIABILITIES OF ANY KIND. 
EASILY SEVICED CLIENT BANK 
Outright purchase of this exceptionally profitable company is now 
available as proprietor going imo professional sports interest 
prior to the nest Olympics. 

If required, a full consultancy service for up in 2 years will be included 
to ensure a successful and smooth transition of the client hanlc 
All discussions will be hdd in the strictest confidence. 

All enquiries to Box B5459, Financial Times. 

One Southwark Bridge, London SEI 9HL. 


Restaurant Development 
Opportunity 

ThHwtiMW iSSsm Aowfl 

fa ft w awi et mm m ngrnmm 

Ok* 

□ Mafartty Shareholding Available 

□ Sbrnnhig Locahon 

□ Fnrfy Designed Kid Specified 
DAI Pemto i ona Granted 

n WeB Reaearched/Uniqua Proposition 

Only ganulna anquinas hum 
fewndaBy sound orgeefaafians pteose. 
Fufl prospectus ant due cBganea 
uvaiittble. 

EnquWos to: 

Hoorn Worth t Co. Ud., 

Tef; 01404 851039 Fax 01404 851018 
onu* s./Mgm4SMiginjtei 


RocmbmrstUfn phis Auctions 
Mod Businesses for Sals 
Every week, every company that hag 
gone rto fcjuxtatan or lecahwsrip, what 
Dwy did and utn Dw IguxMor or receiver 
la. Plus Auctions. Plus Businesses Par 
Safe. 

Tel 01 BSa C80889 or FOX 01GSZ 6806G7 
Far farther details. 




FOR SALE 

Unique opportunity to acquire in Ireland an established 

Nation-wide Distribution Co. 

T/Over c. E3M, Large Customer Base, 
Lucrative Blue-chip Accounts, Strategically Located. 
Excellent Potential for Growth and Development 

Reply in writing to: Maurice O’Callaghan & Co n 
Solicitors, 

18 Lt Kilmacud Road, 
Stillorgan Co. Dublin 


SALE OF BRAND NAME 
RBCaSIERED FOR ALL BEVERAGES 
Offers by 2. 10.97 (REF: Rj>.) 

01818895161 
0181 881 8110 (fax) 

GIFTWAHE DISTRIBUTOR 

Highly profitable importer of quality 
own design product and bespoke 
packaging. 

T/O £1.000,000. 

East U.K. Raiocalable. 

Write Box B5462, Financial Times, 
One Southwark Bridge, 
London SEI 9HL 


VEHICLE HIRE COMPANY 

SOUTH YORKSHIRE 

FOR SALE 

Turnover £1M,NAV E735K 
opportunities tor growth 

Principals only FAX: 01484 681319 


CABARET CLUB GRAN CANARIA 
SPAIN 400 covers. 700K La. leasehold, 
10GK net profit pa. ousiandrig potential 
£2KK. Tel: 00 34 28 56 14 11 

Maine, USA Ifaratfacturing: 

1W Coast Co. wfrSM sales, 


I: : I' , 


Boxf842 Camden, ME 04843, USA 


r "UoABUSMSs" T 

| TRAVEL AGENCY | 

I Cor pu m i ai witi Itrgc travel yend m 
(£S0Ck4‘) and ibiElyu provide todnsnj | 

I pmaBOEqu^b ■ 

bxraadliiineiiuavdasmEy. I 

I No replies from travel agcnis or I 
i hint parties please. 

1 WtireoxBax B34I2. I 

I Financial Thncx. | 

One Soutitwarii Bridge, ■ 
Loudon SEI 9HL 


wwvuybojist/bsr 


/ SJU 

f The No. 1 i 

I mAiffian Ia trite 


SALE REPORT 


f The No. 1 independent Ssftig of 
medtem to large companies ter sate 
in the UK (T/0 £1 hhj. New sections 
fet major acquisftlons and al UK 4 
recewefsHps. For sub details: / 


FOR SALE 

MEDIUM SIZED, MIDLANDS 
BASED TURNED PARTS AND 
MACHINING FACILITY. 

PRINCIPALS SHOULD ONLY 
RESPOND TO: 

BOX B5455. FINANCIAL TIMES, 
ONE SOUTHWARK BRIDGE. 
LONDON SEI 9HL. 


CONTRACTS & TENDERS 


SEE THROUGH THE COST 

THIS IS YOUR COAST-TO-COAST OPPORTUNITY 




* ^ !v . W* ? .vl 1 ! .V i ftyji CwIMwMUJtt 





L1NORD Project is one of dhe largest environmental and devel- 
opment project* in Lebanon. The projm parallels other schemes 
which will upgrade the infract ntetun- and environment in the 
country. The project will improve the littoral area between Nahr 
Beirut and Nnbr AmetioN, creating a development for resridecrriaL 
tourisitic and commercial area, also providing public works and 
addressing environmental issues. 

The Covemmenr of Lebanon represented by the Council Tor 
Development and ftmastrucrion {(SR) calk for a public and 
restricted tender in connection with the Finance, Design. 
Construction and Warranty of Sea Defences, Land RecLunatioa, 
Harbour Works, Rehabilitation of Bourj Hammoud Waste 
Dump, Sewage Pre-treatment Headworks and Infrastructure 
Works for LJNORD Project, including transfer of public related 
works and other obligations to tbc Government of Lebanon. 

The project will be tendered as a Finance, Design & Build 
“Central d’Endjgay" based on a Concept Master Plan, 
Technical & Legal Conditions, Employer's Requirements and 
Design Grireiia/Bricf. 

A Conceptual Master Plan and Conceptual Engineering Design 
will be in chi tied in tbe tender file for reference purposes. 
AJleroaiive design concepts and modifications in the Conceptual 
Master Plan may be submitted and will be duly considered. 

The total overall area of the LINORD Project to be 
reelaimed/dereloped according to the Conceptual Master Plan 
amounts is approximately a Cross Area of approximately 
2,400.000 m2 with a net area of approximately 1,300.000 m2. 
The successful tenderer will receive a proportion of the land 
developed under the project in return for undertaking tbe fol- 
lowing: 

1) Financing the execution Sewage Coastal Collector between 
Kas Beirut and Nahr El Kalb: approximately US$47 Million. 

2) Gan for preliminary studies = US$10 MHlion. 

3} Provision of 260.000 m2 of land for a future Secondary 
Sewage Treatment Plant. 


4) Rehabilitation of the existing Bourj Hammoud Waste Dump 
and convening h into a 260.000 m2 District Park. 

5) Execution of the Sewage Primary Treatment Plant and 
Headworka. rehabilitation and protection of existing Sea 
Outfalls. 

6) Construction of a Military Coastguard Harbour and Fishing 
Harbour at Dbayeh. 

7) Provision of 300.000 m2 of land as a Tank Farm to be sold 
to Oil & Goz Companies. 

Interested parties should notr that this lender is restricted to 
Tenderers with snffitient financing and experience to undertake 
and manage a project of this nature. The Tenderer shall pledge 
to employ experienced marine contractors, design consultants, 
specialised geotechnical and soil improvement companies and 
environmental firms for the preparation of a final design and the 
execution of the project. 

The Tenderer shall also undertake to establish a Lebanese John 
Slock Company with a share capital jin I eh. pound equivalent 
tu] not leas than USS200 Million for the execution of the project. 
Tenderers will need to submit, with the tender, a letter from a 
prime bank, acceptable tn the Employer, stating their financial 
capability to undertake a project of this magnitude. 

The bidding documents may be purchased as from Thursday 4th 
of September 1997 during working hours, by interested bidden 
upon payment of US$20,000 (Twenty Thousand US Dollars} by 
a bank certified cheque in the name of the Cotmci] for 
Development and Reconstruction. 

Bids shall be delivered to the CDR before the 18th of December 
199? at 12:00 noon (Beirut local time}. 


LINORD, A SEA OF OPPORTUNITIES 

REPUBLIC OP LEBANON 

COUNCIL FOR DEVELOPMENT AND RECONSTRUCTION 


Further information mar be obtained from, and bidding documents may be examined at, the offices of: 

Council for Development and Recnnstrocrkn, Tallet A1 Safay - Beirut - Lebanon - Fax No. : (9b1-l) 864494 / 647947 
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Brokers attack Stock Exchange trading plan 


By George Graham, 

Banking Editor 

Agency stockbrokers are up In 
arms over a proposed London 
Stock Exchange rule that will 
allow marketmakers to discrimi- 
nate against them. 

The proposal covers trading in 
shares outside the FTSE 100 index 
of leading shares, which will not 
move on to the new Sets electronic 
order book to he introduced next 
month. 

Marketmakers that quote prices 
on the exchange screen will he 


obliged to deal in the sizes they 
have displayed only when trading 
with their own clients. If another 
marketmaker telephones, or an 
agency broker acting on behalf of a 
client, they will only have to deal 
in “normal market size", which 
represents a fairly small bargain 
for an institutional investor. 

Brokers will be obliged to declare 
whether they axe acting for a client 
or as a principal, and if it is as a 
principal, the marketmaker will he 
under no obligation to deal at all. 

The change would abandon the 
basic premise of the London equity 


market since the Big Bang reforms 
of 1988: marketmakers must at all 
times quote firm prices and sizes 
on screen for the stocks they trade 
in. 

. “It’s the death of the quote- 
driven market; they are effectively 
trying to cartelise the market," one 
broker complained. 

The exchange says the proposed 
rule change is designed to redress 
the balance in favour of market- 
makers. which are losing some of 
the privileges they traditionally 
enjoyed as part of the transition to 
the new electronic market 


Only marketmakers that 
accepted the obligation to quote 
firm prices were exempted by the 
Inland Revenue from stamp duty. 

With the Introduction of the Sets 
electronic order book, in which the 
role of marketmaker disappears, 
the stamp duty exemption win. be 
extended to other brokers. 

"The exchange considers that 
marketmaker obligations in non- 
Sets securities should be revised to 
take account of the wider availabil- 
ity of certain privileges to member 
firms." an exchange circular said. 

The rule change would mak e It 


much more difficult far stockbro- 
kers to continue to make- a living 
acting as agents for their clients, 
rather than trading on their own 
accoun t 

Many of the agency brokers 
already face severe profit pressures 
because of the way Sets wfil affect 
their business. 

Some brokers fear . the rule 
change is designed to fiat* than to 
sign up for the automated order 
systems run by some of the Mg 
marketmaking firms such as Mer- 
rill Lynch,. Dresdner Klein wort 
Benson and BZW. 


Call for ejection of Sinn Fein likely to fail 


By John Murray Brawn 
in Dublin 

The British and Irish 
governments are today 
expected to reject calls for 
Sinn Fein's expulsion from 
the Northern Ireland peace 
talks, when David Tr imb le 
confronts the political wing 
of the Irish Republican 
Army across the negotiating 
table. 

Mr Trimble is leader of the 
Ulster Unionist part}’, the 
largest pro-British party in 
Northern Ireland, and one 
which has issued an indict- 
ment against Sinn F6in at 
the talks. 

Last week’s bomb attack 
in Northern Ireland, respon- 
sibility for which was 
claimed by a breakaway 
republican group, has been 
seized on by the Ulster 
Unionists to challenge Sinn 
F£in's public commitment to 
renounce violence and abide 
by the outcome of talks. 

The Ulster Unionists sub- 



From left, the Rev Ian Paisley, Democratic Unionist leader, is boycotting the talks even though David Trimble of the 
larger Ulster Unionist party is attending them. David Ervine of the small anti-republican Progressive Unionist party will 
be there as will Seamus MaBon of the moderate nationalist Social Democratic and Labour party 


mitted a formal indictment 
of Sinn F£in last week in the 
wake of the bombing, which 
Mr Trimble blamed on the 
IRA. He also cited a recent 
statement by the IRA in 
which it appeared to dis- 
tance itself from Sinn Fein's 
public c ommi tment to the 
principles of non-violence 
drawn up by George Mitch- 


ell, the former US Senate 
majority leader who chairs 
the peace talks. 

Under the rules, the Brit- 
ish and Irish governments 
have to judge whether a 
party has “demonstrably dis- 
honoured" the Mitchell prin- 
ciples. However the govern- 
ments are concerned the 
Ulster Unionists are seeking 


to use their first face-to-face 
exchange with Sinn Fein as 
a way to delay the start of 
substantive talks. 

The difficulties Mr Trimble 
faces in his own ranks were 
underlined yesterday when 
William Thompson, MP for 
West Tyrone - a noted hard- 
liner - warned the party 
leader that the British gov- 


ernment had not the "slight- 
est intention" of ejecting 
Sinn Ffein from the talks. He 
said Mr Trimble's decision to 
indict Sinn FSn was a “a 
battle the UUP simply can- 
not win." The UUP has pre- 
viously refused to engage 
with Sinn Fein while the 
IRA retained its arsenal. 

UUP acquiescence in any 


decision by Mr Mitchell to. 
put the arms issue to one 
ride is required to move the 
process into a new phase of 
political discussions. 

■ Mitchel McLaughlin; Shm 
Pfibl’S chafmi aw , gafri rfc was 
“essential that both govern- 
ments ehsure that real pe^ 
talks begin forthwith". He 
said his . party would judge 
unionists by “the speed and 
willingness” at which Mr 
Trimbl e goe s into talks. 

The. UUP indictment was 
“not • a big issue,” Mr 
McLaughlin said. But be pre- 
dicted that “Stan Fein will 
not be removed from the 
talks, and ft is reasonable to 
assume that David Trimble 
is aware of this." 

Today’s session will allow 
half an. hour far the UUP and 
Sinn win to make their 
cases, before the issue is put 
to debate by all the parties. 
The two governments then 
have to make a decision on 
whether to act against Sinn 
F«n. 


Industry urges support 
for efficiency campaign 


By Stefan Wagstyt, 

Industrial Editor 

The Confederation of British 
Industry, the country's 
largest employers' lobby, 
will today call on the gov- 
ernment to promote “best 
practice” at the core of its 
campaigns to boost UK eco- 
nomic competitiveness. 

The CBI says the quickest 
way to, enhance Britain’s 
economic performance is for 
companies to imitate the 
best practices of the best 
organisations in their indus- 
tries. 

In a report to be presented 
today to Mrs Margaret Beck- 
ett, chief industry minister, 
the CBTs national manufac- 
turing council says no other 
approach to Britain's eco- 
nomic problems can deliver 
“substantial improvements 
in our competitiveness in 


anything like the same time- 
scale" 

This will be welcomed by 
Mrs Beckett, who has 
appealed to business to 
co-operate with government 
in boosting UK competitive- 
ness and asked industry to 
contribute ideas. 

The report says the UK 
could boost its annual GDP 
by £60bn, if British compa- 
nies raised productivity lev- 
els to those of the US. the 
hi ghest in the industrialised 
world. The increase would 
climb to £300bn if non- 
manufacturing companies 
did the same. The authors 
say that, while much has 
been done to improve UK 
competitiveness, plenty 
more remains to be done. 

The report says that, 
although the best British 
companies are among the 
most competitive in the 


world, there are also many 
laggards. 

Absenteeism at top compa- 
nies runs at only l per cent 
compared with an industry 
average of 3^ per cent The 
top group turns over stocks 
18 times a year, twice as fast 
as the average. Stock turn is 
a key measure of managerial 
efficiency. 

The report says that 
despite investment in train- 
ing in the past decade, there-' 
are still skill shortages 
among British workers. 
Some of these shortages 
have actually grown worse 
as the demands placed on 
companies through interna- 
tional competition have 
exposed weaknesses. The 
percentage of employers 
reporting skills shortages 
among Tnanag pra has risen 
from 48 per cent in 1992 to 66 
per cent last year. 


Pro-EU party demands 
reform of farm policy 


By George Parker 
hi Eastbourne 

The opposition Liberal 
Democrat party yesterday 
called for sweeping reforms 
to the Common Agricultural 
Policy of the European 
Union. During a debate at 
the start of its national con- 
ference, it urged a switch of 
subsidies away from produc- 
tion towards environmental 
protection and organic fram- 
ing. 

The pro-European party is 
s tro n ger than it has been for 
more than 50 years after 
doubling its representation 
in the House of Commons in 
the May general election. 
Hugh Dykes, a pro-European 
former MP with the Conser- 
vatives. recently switched to 
the Liberal Democrats. 

Charles Kennedy, Liberal 
Democrat agriculture 


spokesman, said at the con- 
ference yesterday that cur- 
rent levels of expenditure 
were unsustainable. He 
called for a flexible new 
form of rural suppor t which 
would reflect dif fere nt fann- 
ing patterns across Europe. 
He said the European Union 
should adopt a system of 
countryside management 
contracts, where farmers 
were paid to nse less inten- 
sive framing methods to 1 
switch to organic produc- 
tion. 

“These contracts can be 
targeted to meet economic, 
social and environmental 
needs of the land and tiie 
community," he said. Such a 
suppo r t sys te m would have 
to be administered on a 
national basis to ensure that 
larger farm sizes in Britain 
were not penalised by a flat 
rate imposed by Brussels. 


“Flexibility is the key to 
any moves to reform agri- 
cultural policy," he said. 
“We must be able to offer 
S upp o rt to one sector when 
it is need and be able, to 
move money from one sector 
to another." 

The party also held a 
debate on animal welfare, 
with a motion guaranteeing 
form livestock “freedoms" 
being defeated by just eight 
votes. Instead delegates 
approved an amendment 
which said human beings 
had “duties" towards ani- 
mals. These included ensur- 
ing they did not suffer 
thirst, hunger or malnutri- 
tion, and providing them 
with adequate shelter. The 
conference also called on the 
government to ensure that 
the EU Imposed new rules 
on animal transport across 
Europe effectively. 


UK NEWS DIGEST 


Chips deal for 
US modems 

* — * !he worW ' s 

nary copper telephone wires. The ne " “ th2 _ tot j S v s 
able to download files op to 100 times fas - at\tt "was 
modems which operate at Research 

set up in 1933 after being sp un off 
Labs! Ife operations are located in Cambridge. E ^ ^ 
and Santa Clara, California. ’ 

■ SHARE LISTINGS 

IT classification favoured 

UK-based fond managers and technology rampants 

sS^fovourTsSrate share classification ^ 

matStechnology stocks, according to research ^ 
ville, the investment banking firm, and the Comp-ter S 
vices and Software Association- , . „ . 

The case for a separate IT classification has ° “*■' 
sidered for some time by FTSE International. — e com 
pany which manages the benchmark UK share indices 
and is jointly owned by the Financial Times anc the — - 
don Stock Exchange. Classification of stocks m the indu- 
ces is overseen by a committee of City exper ts. 

^T cSanSSe now spread over several FTSE classifi- 
cations. Proponents of a separate IT classification i ‘ 
+>.<« wwirpg It difficult to track the sector, compare compa- 
nies nnrt attract new investors. 

The Granville research revealed that 70 per rent of fund 
managers interviewed believe that a separate IT classifi- 
cation would be more appropriate titan either maintaining 
the current sectoral classification, or adopting tbe pro- 
posed technology classification. Pam Taylor 

RETAIL BANKING 


Specialists for Asian communities 

Midland Rank, an HSBC offehoot, is to appoint specialist 
Asian business managers in many branches serving south 
Asian communities to Britain. Managers will be posted tc 
the City of L ondon, some of the London suburbs and tbe 
ffngiigh rfrtpg of ‘Rirmiwgham. Leicester and Manchester 
with the aim of providing bankers who understand the 
Asian community and ran provide continuity of contact. 

Midland last year explored tbe possibility of setting up 
a tmnir in partnership with a consortium of leading Asian 
businessmen h ea ded by Srichand Htoduja, chairman of 
tiie Htoduja oil and trading group. Tbe bank has r. en- 
closed the file" on that project- George Graham 

I MARKETING BRITAIN 


New logo for tourist authority 

Britain's red, white and blue is being updated with green 
and yellow in the logo unveiled yesterday by the British 
Tourist Authority. TnrimHng green with the UK's tradi- 
tional colours represented the country's landscape, the 
authority said, while yellow was added to represent 
excitement and zest Tbe logo, which cost £160.000 
($287,600) to develop over two years, will be introduced 
over the coming 12 months in tbe authority’s literature. 

Anthony Self the authority’s chief executive, said the 
o rganisat ion believed that a destination and a country 
could be branded in the same way as a product or com- 
pany. “By defining Britishness more crisply, we can dif- 
ferentiate this island from other destinations and give vis- 
itors the personal motivation to return again and again." 

to developing tbe new logo, the BTA conducted 
research with focus groups in the US, Germany. Singa- 
pore. Italy, Australia and the Netherlands, which between 
them account for about 40 per cent of the UK’s annual 
income of £12bn or so from tourism. Alison Smith 
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The power to create value 



On October 8, a $44 billion German company will take its place on the 
New York Stock Exchange. VEBA. A leader in so many industries. 

You may not know us now, but you will In toms of market capitalization, 
we are the world’s largest utility-based conglomerate active in electricity, chemicals, oil 
trading, transportation, services and telecommunications. We believe that size must always 
be judged in terms of value, and that short-term gains must lead to long-term growth. 
At VEBA, we’ve tripled our share price in the last five years. 


This didn’t happen by accident Our managerial skills and know-how are 
focused on one goal: creating sustainable value for our shareholders the world over 



If VEBA isn’t in your portfolio today, you might want to make it part of your 
investment in the future. For more information, you can reach us at VEBA AG, Corporate 
Co m mu n ica t ions, Bennigsenplatz i, D-40474 Dusseldorf, Germany. Telephone: ++49 
(211) 4579-600, Fax: ++49 (211) 4579-532, Internet http^/Iisfing-vebaxom 
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Key to the 
heart of 
Europe 

William Packer reviews the 
artistic relationship between 
France and Belgium 


ARTS 





. .. 


Concert 



A touch 

iffSHKlli of the 


B elgium, child of the 
' post -Napoleonic dis- 
pensation, may not be 
so very old a nation- 
state, but the land 
and its people have been at the 
heart of European affairs since at 
least the time of Charlemagne. 
Through the iater-i9th century, 
that new-found national identity 
sustained a vigorous cultural and 
creative life, and only the lazy 
assumption that a French cul- 
tural . hegemony was prevalent 
through all that time has made 
us forget it 

To be fair, critical and histori- 
cal revisionism has latterly been 
questioning that assumption, and 
to see the fascinating exhibition, 
organised jointly with the Musfie 
d’Orsay in Paris in the newly-re- 
stored Museum of Fine Arts at 
Ghent, is to have the point effec- 
tively made again. 

The museum's architect was 
Charles van Rysselberghe. His 
brother Theo. a painter, settled in 
Paris. Felicien Rops, a Belgian, 
illustrated the French symbolist 
poets. Odilon Redon, a French- 
man, returned the compliment, 
victor Hugo, thinking it wise to 
leave when the Second Empire 
was declared in 1851, went to 
Brussels on a false passport Art 
Nouveau, with Mucha, Horta and 
van der Velde, was as Belgian as 
ever it was French. Such traffic 
was constant 

But Paris- Bruxelles I Brussel- 
Parijs is not just set on particular 
visits, friendships, collaborations. 
Rather more, through all its sec- 
tions from genre to art nouveau, 
it demonstrates an unspoken 


mutual interest, preoccupation 
and sensibility among artists 300 
miles apart. Left hanging in the 
air is the inference that the axis 
could shift from Paris to London, 
Berlin or Amsterdam, to no less 
point. 

What comes over most forcibly 
of aB is the central importance of 
Symbolism. The problem has 
long been that Symbolism, with 
its inevitable literary and emo- 
tive connotations, has in an age 
of formalism been seen rather as 
a sport or side-show, hard to fit 
in with the onward march of 
Modernism. Now we realise it is 
everywhere to be taken into 
account, relevant from Romanti- 
cism to Surrealism and beyond, 
even to the current “Sensations’' 
of Whiteread, Hirst and Hatoum. 
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H ere at Ghent we 
begin in the 1850s, 
with Louis Gal- 
lait's dramatic his- 
tory painting of the 
beheaded dukes of Horn and 
Egmont laid out before burial, 
and the more oblique moralities 
of Alfred Stevens and de Groux. 
From them to the open social 
realism of Millet and Bastien 
Lepage is no great step, but it is 
with the realism of Courbet. 
Corot and Barbizon landscapes, 
lowering skies and doomy cliffs, 
that the symbolist quality is 
more intriguing] y established for 
being implicit So too with the 
domestic Impressionism of 
Manet, Fantin La tour and the 
young Ensor. and most of all. 
perhaps, with Cezanne. His 
“House of the Hanged Man" 


Oblique morality: ‘Le Bain’, 1867-72, by Alfred Stevens 


(1873) at Auvers is already as 
sound as rock in its pictorial 
structure, yet laden with a cool, 
detached despair. We remember 
that Van Gogh, who looked to 
Millet and Puvis de Chavannes, 
would come to Auvers to die. 

One room is given to the Poin- 
tiffistes. and again, in Pissarro's 
workers, the women of Signac 
and Morren, the cliffs and 
beaches of Seurat. Lemmen, 
Cross and van der Velde, the 
Symbolist undertow is unex- 
pected but now inescapable. A 
room full of “black” drawings by 
Seurat, Knopff, Spillaert and Mel- 
lery, all deserted quais, dark 
stair- wells and brooding interi- 
ors. only makes it stronger. 


W hy has Trevor Nunn 
chosen to launch his 
new regime as artis- 
tic director of the 
National Theatre (the regime 
begins officially next week) with 
a new production of Ibsen's An 
Enemy of the People ? Dr Stock- 
mann discovers that the water to 
the town’s new baths is poisoned; 
the town authorities - led by his 
brother. , the mayor prefer to 
hush the matter up; when Stock- 
mann refuses to play their game, 
he is declared "an enemy of the 
people”. 

Maybe Nunn means to remind 
us of the ways the last UK gov- 
ernment behaved over such mat- 
ters as the Scott Report? The 
National has long had a tendency 
to revive rare plays when they 
-suddenly seem topical, and It is 
not a policy I admire. If a play is 
to be revived, it should be pri- 
marily because it Is a good play, 
not because it fits some cue in 
tbe recent news. The reason to 
see An Ideal Husband is An Ideal 
Husband itself: the fact that, 
these . days, it reminds you of 
. umpteen scandals about high-fly- 
ing AO’s merely adds an inciden- 
tal frisson The National produc- 
tion of An Enemy of the People 
makes much of what the play is 
about without persuading us that 
the people involved really believe 
In the play itself, in all its 
moment-by : moment detail. 

This is one of Ibsen's least 
revived plays, and anybody can 
ten why: it creaks. It's by no 
means a bad story (in fact, it's 


Theatre / Alastair Macaulay 


Enemy of the playwright 


practically a Frank Capra movie 
- either Gary Cooper or James 
Stewart would have been great in 
the lead), but Ibsen’s telling of it 
is unusually heavy-handed. 
When Ibsen is at his best, you 
never know what will happen 
next. Even if you know Nora will 
walk out of that door, you wait to 
see again just how and why. 

Here, however, you can usually 
predict the next development. 
Ibsen’s one superb twist - saving 
the play from being merely a 
melodrama of goodies versus bad- 
dies - Is in giving Stockmann a 
sudden burst of hubris worthy of 
Corlolanus, of arrogant abomina- 
tion of the general community, so 
that he alienates tbe populace 
whom he means to woo. Yet even 
this scene is heavily handled. 
And the way Stockmann’s former 
allies secede from bis cause Is 
altogether too sudden to ring 
true. 

Christopher Hampton’s new 
version adds a few heavy touches 
of its own. His ending, with the 
roused rabble chasing Stock- 
mann and family, is terrible: 
Ibsen’s ending Is quiet, tender, 
domestic. Elsewhere, it is irrita- 
ting to hear middle-class charac- 
ters in an 1880s setting saying 
“What the hell” and “damned” 
and “Not bloody likely” right. 


left, and centre - usually com- 
pletely out of character. Oh, the 
tone-deaf arrogance of today’s 
translators! If Hampton was 
translating Pygmalion into Nor- 
wegian, he would have Eliza f-ing 
and c-ing like crazy - and Hig- 
gins saying “Not bloody likely”. 


N unn, tackling this 
tricky play in the 
tricky Olivier audito- 
rium, keeps things 
lively, but short of subtlety. 
There are moments when the 
production threatens to turn into 
Les Mis&rables, but mercifully 
few. The opening, when all the 
characters walk round on the 
revolving stage (just another day 
in our little town!), is gauche: 
and tiie way the “crowd” behaves 
at the big public gathering - 
each bout of yells so carefully 
cued - is artificial 
The revolving set is by John 
Napier, and it just can’t keep 
stiff: they’re going to dinner so 
we'll turn 45 degrees to bring the 
dinner-table centre-stage - oh. no 
they’re not. we’ll turn back 
again. Meanwhile clouds never 
stop progressing across the cyclo- 
rama at the back. 

Tbe whole production feels too 
manipulative, but a great perfor- 
mance of the very difficult cen- 


tral role could carry it. Ian 
McKellen's falls short His Stock- 
mann is a restless boffin, never 
still and never focused, defen- 
sively driven this way and that 
by his own energy. Fine: but he 
becomes more and more of a 
windbag as the play progresses. 
And he has no moral force what- 
soever. He repeats “Oh” far too 
often. As usual with this actor, 
his sudden eruption into physical 
violence in the final act does not 
convince. When he talks about 
his own strength, you know it is 
mere bluster. 

The production is strongly 
cast, but several actors have been 
led - whether by Ibsen. Hampton 
or Nunn is hard to determine - 
to make their roles merely mono- 
faceted plot devices: notably 
John Woodvine as the ponderous, 
repetitious Aslaksen. Stephen 
Moore does better as the mayor, 
but in the last resort dissolves 
into ia melodramatic villain. 
Fenny Downie judges the role of 
Stockmann’s wife shrewdly, but 
it is largely an external perfor- 
mance. Lucy Whybrow, however, 
really is lit from within as their 
daughter' Petra; and Alan Cox 
brings a superb blend of anger 
and hypocrisy to the editor Hov- 
sta ti- 
lt is with these two young act- 


In the Realist sculpture or 
Dalou and Meunier, the Symbol- 
ism is explicit, and with the 
skinny kneeling youths of George 
Minne and the stylised heads of 
Mucha and van der Stappen, sil- 
ver. bronze and ivory’, we follow 
the now obvious diversion into 
the decorative art and design of 
Art Nouveau. It is good to see Art 
Nouveau, with all its decorative 
extravagance and whiff of deca- 
dence, restored to its true place, 
different but equal in standing 
and achievement to the suppos- 
edly higher, finer arts. 

But enough of justifications, 
for the exhibition is worth the 
visit quite independent of any 
argument. Some well known 


thing s, many more that are unfa- 
miliar: in either case, from tbe 
Manet “Balcony” and Magritte's 
macabre transcription, to Emile 
Claus’s urchin “Skaters” that 
combines Monet-like effects of 
snow and ice with a charming 
narrative, the point is made there 
is no hierarchy of kind - histori- 
cal, academic, narrative, bad: 
Impressionist. Surrealist, good - 
but only one of quality. 

Tissot’s “Mile X” in ber scarlet 
jacket; de Braekeleer’s view 
across the roofs of Antwerp from 
a window where a woman sits 
sewing: a Courbet nude; Alfred 
Stevens's woman lounging in her 
bath; Fantin-Latour's large dou- 
ble portrait. “The Drawing 


Leson”: Manet’s two lovers flirt- 
ing in the cafe garden; Meunier’s 
monumental yet tender sculpture 
of a woman bending over her 
dead son; the drawings of Knopff 
and Mellery - these few particu- 
lar favourites mav stand for them 
alL 

Paris-BruxelleslBrussel-Parijs - 
an artistic dialogue 1848-1914: 
Museum of Fine Arts, Ghent, 
until December 14. Sponsored by 
Stad Gent; Electrabel; Watco; 
Kredietbank; Belgacom; Provin- 
cie Oost-Vlaanderen; and Toer- 
isme Vlanderen. Travel from 
England through Flanders, the 
Experience at the Belgian Tourist 
Office. 
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Ian McKellen as Dr Stockmann with Kai Pearce 


ore that An Enemy of the People 
lives line by line, and feels most 
like Ibsen. Otherwise it seems 
formulaic: mere Ibsenism. 


baroque 

W ith the Royal Opera 
uncharacteristically 
playing two 
baroque operas - 
Handel's Giulio Cesare 
Rameau's PlatAe - in rep just 
across tbe foyer, and W illiam 
Christie's Paris-based Les Arts 
Florissants performing 
Charpentier and Purcell over the 
weekend, nobody would be much 
surprised to find that those 
horrid internal walls at the 
Barbican had been faced with 
ornate baroque stucco over the 
summer recess. After all, equally 
strange renovations have been 
applied in the centre's short 
history under less enlightened 
regimes. 

Les Arts Florissants’ first 
concert, on Thursday, contrasted 
two very different short dramas 
by Marc- Antoine Charpentier. 
the group's pet composer (they 
are named after a work by him) 
who was rather overshadowed 
by Lully in Louis XTV’s time. 
When players and singers are as 
deeply absorbed by the 
gracefully ornate, free-flowing 
style of tbis music as Christie's 
are, one most be grateful to bear 
them anywhere. And in any case, 
with a small group of musicians 
under Christie’s command 
huddled together on one side of 
the huge Barbican platform, 
there was plenty of acting 
space. Clad in evening dress 
rather than any baroque finery, 
they did so with touching 
elegance. 


L es Plaisirs de Versailles, 
the opening work, is a 
witty piece of nonsense - 
superficial court 
entertainment for Louis XIV - in 
which Music and Conversation 
argue, and in which the subject 
of chocolate, offered by Comas to 
quieten the babble, features 
prominently. Charpen tier’s light 
manner is beguiling, his touch at 
least as deft and sparkling as 
any of those later composers of 
operetta, particularly when 
realised with the practised 
cattiness of the two rather 
small-voiced protagonists here. 
Sophie Daneman (La Musique) 
and Katafin Karolyl 
(Conversations). 

We should expect no less from 
the master composer that 
Charpentier is, but in the two-act 
La Descents d'Orphee crux Enters 
he reaches deep into his 
resources, clothing the Orphic 
myth in a dense, intensely 
moving musical fabric. The 
effect of the richly sonorous 
scoring for string ensemble 
(mixing violins and viols) was 
one of touching, haunting 
yearning. 

The supporting cast sang 
beautifully - 1 liked especially 
Gafille Mdchaly’s Daphne and 
Nathan Berg’s resonant Pinto. 
But Orpheus’s music is at the 
heart of the piece. It was 
projected with anguished 
rapture and pleading by Paul 
Agnew, surely the finest singer 
of this repertoire around. 

There is debate about whether 
or not Charpentier intended a 
third act. The combination of 
Ana Yepe’s powerful closing 
choreography, in which she and 
Georges Keraghel, as two spirits, 
escort Orpheus slowly away 
from ihe UnderwbiTd.with 
Ettrydice foD owing-close behind, 
with Charpentier’ s ravishing last 
chorus, seemed the perfect, 
poised ending, ait least for the 
dramatic taste of our own times. 


In National Theatre repertory at 
the Olivier Theatre. South Bank, 
London SEI. 


Stephen Pettitt 
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Kammeonusiksaa^ 
Phflharmonle - 
Tel: 49-30^2548 8354 
Ahdr&s SchffF performs Schubert 
- piano sonatas; 

Sep 24. 26 - 

Phnharmonie- - - 
TeL- 49-30-2548 0354 

• Berlin Philharmonic Orchestra: 
conducted by Daniel Barenboim 
in works by Schumann and 
Zrmmermann. With violin eototet 
Thomas Zehetmair; Sep 23 

• Berlin Philharmonic Orchestra: 
and the Rundfunkchor Berlin 
conducted by Claudio Abbado in 
works by Mahter. With soprano 
Christiana Oeize and 
mezzo-soprano Mariana 
Lrpovsek; Sep 26. 2Z- T 

.• MaurkfO PoifinL- performs . 
works by Chopin and Debussy; 
Sep 25 ; ” 

DANCE 

Deutsche Oper 

•-Tel: 49-30-34384-01 


Deutsche Oper Ballet - 
programme of two works by 
MacMillan: Concerto and Das 
Lied von der Erde; Sep 26 

OPERA 

Deutsche Oper 
Tel: 49-30-34384-01 

• Aida: by Verdi. Staged by 
G6tz Friedrich, with sets and 
costumes by Pet Hal men; Sep 25 

• Die ZauberflQte: by Mozart 
Staged by Gunter Kramer, with 
sets and costumes by Andreas . 

- • Beirihardtj Sep 27 ■ 

m BRUSSELS 

opera 

■' u Mormafe Tel: 32-2-229 1211 
Otello: by Verdi. New production 
conducted by Antonio Pappano 
in a staging by Willy Decker. 

Cast includes Susan Chilcott as 
Desdemoiia; Sep 24, 27 

■ CHICAGO 

OPERA 

Lyric Opera of Chicago 
Tel: 1-312-332 2244 
Nabucco: by Verdi. New 
. production staged by Elijah 
Moshlnsky and conducted by 
Bruno Bartoletti. Cast Includes 
Maria GuJeghirta and Samuel 
Ramey; Sep 23. 26 

■ LONDON 

CONCERTS 
Barbican Centre 
Tel: 44-171 t 638 8891 
London Symphony Orchestra: 
conducted by Sir Conn Davis in 
works by Beethoven and Walton. 
With violin soloist Midori; 


Sep 23, 24 

Royal Festival Had 
Tel: 44-171-9288800 

• London Philharmonic 
Orchestra: conducted by Joseph 
Swensen in works by 
Mussorgsky, Shostakovich and 
Beethoven; Sep 24 

• Phflharmonia Orchestra: 
conducted by Kurt Sanderilng in 
works by Beethoven, Schumann 
and Brahms; with piano soloist 
Mitsuko Uchida; Sep 23 

EXHIBITIONS 
National Portrait Gallery 
Tel: 44-171-3060055 . 

Gladys Barton: selection of 
ceramic heads arid portraits by 
the British sculptor; to Jan 1 1 

OPERA 

Barbican Theatre 
Tel: 44-171-638 8891 
The Royal Opera: Giulio Cesare, 
by Handel. New production, 
directed by Lindsay Posner and 
conducted by Ivor Bolton, with 
designs by Joanna Parker. Cast 
indudes Amanda Roocroft and 
Ann Murray; Sep 23 

■ LOS ANGELES 

OPERA 

L. A. Opera, Dorothy Chandier 
Pavifion Tel: 1-213-972 8001 
La Boh6me: by Puccini. Revival 
of Herbert Ross’s production, 
designed by Christopher Harlan 
and conducted by Wiliiamo 
Vencfice; Sep 24 

■ MUNICH 

CONCERTS 


PhiEharmonie Gasteig 
Tel: 49-89-5481 8181 

• Budapest Philharmonic 
Orchestra: conducted by 
Friedrich Haider in a programme 
Including works by Sairrt-Saens 
and Bernstein. With soprana 
Edita Gruberova; Sep 26 

• Munich Philharmonic 
Orchestra: conducted by Simone 
Young in works by Mozart and 
Schumann. With violin soloist 
JuBa Fischer; Sep 23, 24, 25 

DANCE 

Bayerische Staatsoper 
Tel: 49-89-2185 1920 
Bayerische Staatsbaliett in a 
programme of works by Hans 
van Manen: Concertante, Grose 
Fuge and Black Cake; Sep 25 

OPERA 

Bayerische Staatsoper 
Tel: 49-89-2185 1920 

• Alda: by Verdi. Conducted by 
Roberto Abbado and directed by 
David Pountney, with sets by 
Robert Israel; Sep 23, 26 

• Le Nozze de Figaro: by 
Mozart. Conducted by Peter 
Schneider-in a staging by Dieter 
Dom. Cast includes Amanda 
Roocroft and Alison Hagley; Sep 
24, 27'- 

■ NEW YORK 

EXHIBITIONS 
Guggenheim Museum 
Tet 1 -21 2-423 3500 
Robert Rauschenberg: major 
retrospective consisting of some 
400 works spanning the artist's 
50 year career, in which 
photography and performance 
have been dominant themes. The 


exhibition begins at the Solomon 
R. Guggenheim Museum and 
continues at the Guggenheim 
Museum SoHo; to Jan 7. A 
special installation of The 1/4 
mite or 2 Furiong Piece is at Ace 
Gallery New York to Nov 9. 

Museum of Modem Art 

Tel: 1-212-708 0480 - . 

• From Henri de 
Toulouse-Lautrec to Andy 
Warhol: Exploring Techniques. 
Selection of 70 works - 
woodcuts, etchings, lithographs 
and screenprints - from tiie 
collection, demonstrating that 
stylistic achievements have been 
linked to printmaking processes; 
to Feb 8 

• New Concepts in Printmaking 
1 - Peter Halley: installation of 
technologically-derived works by 
the painter launches a series 
which aims to challenge 
conventional. notions of 
printmaking', to Feb 8 

OPERA 

Metro potitan Opera, Lincoln 
Center Tel: 1-212-362 6000 . 

• Ariadne auf Naxos: by 
Strauss. Revival of a production 
staged by Elijah Moshinsky, with 
designs by Michael Yeargan; Sep 
24, 27 

• Carmen; by Bizet Revival of a 
production by Franco Zeffirelli: 
Sep 25, 27 

• Manon: by Massenet Revival 
of a staging by Jean-Pierre 
PonneiJe; Sep 23, 26 


■ PARIS 

CONCERTS 


Op6ra National de Paris, OpOra 
Bastille Tel: 33-1-44731300 
Orchestra de I'Opdra National de 
Paris: James Conlon conducts a 
programme of works by Strauss, 
Ravel and Brahms; Sep 23 

Theatre des Champs Bysees 
Tel: 33-1-49525050 
Orchestra National de France: 
conducted by Charles Dutoit in 
works by Debussy. Schumann 
and Berlioz. With piano soloist 
Michel Dalberto; Sep 25 

DANCE 

Tttefitre des Champs Elysdes 

Tel: 33-1-49525050 

• Ballet National de Nancy et 
de Lorraine: Programme 1 - 
Including works by Balanchine 
and Kyiian: Sep 26. Programme - 
2 - Giselle, adapted and 
choreographed by Pierre Lacotte. 
With the Orchestra Colonne 
conducted by Michel Qu6vai; 

Sep 27 

• B6jart Ballet Lausanne: 
Jerusalem, cite de la paix. 
Programme 2, with choreography 
by Bejart With soloist Mikhail 
Baryshnikov; Sep 23. 24 

OPERA 

Op6ra National de Paris, Op£ra 
Bastille Tel: 33-1-44731300 

• Le Nozze di Figaro: by 
Mozart. Conducted by James 
Conlon in a staging by Giorgio 
Strehler. Cast includes Anthony 
Michaels-Moore and Barbara 
Bonney; Sep 24, 27 

• TurandoL by Puccini. New 
production by Francesca 
Zambello. Conducted by 
Georges Pratre until Oct 13. 
when Fabio Luisi takes over. 


With choreography by Alphonse 
Poulin and designs by Alison 
Chitty; Sep 25 

■ ROME 

CONCERTS 
Audftorio di Via della ; 
Conciliazione . 

Tel: 39-6-6880 1044 
Orchestra and Choir of tiie 
Accademia NazjonaJe rfi' Santa 
Cecilia' conducted by Danieie 
Gatti In Brahms’ German 
Requiem; with soprano Elizabeth 
' Norberg-Sehtilz. and baritone 
Simon Keenlyside; 

Sep 23, 24 


■ TV AND RADIO 

• WORLD SERVICE 
BBC World Service “radio for 
Europe cari be received, in 
western Europe on medium wave 
648 kHZ- (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 
Monday to Friday, Central 
European Time:: j. 

• NBC/Supe* Channel 
07.00: FT Business Morning 
10 . 00 : European Money-Wheel 
Nonstop live coverage until 15.00 
of European business and the 
financial markets, ... 

17.30r Financial Times Business 
Tonight ‘ 

• CNBC / 

08.30: Squawk Box 

10.00: European Money Wheel 
18.00: Financial Times Business 
Tonight 
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Solidarity’s second chance 

A strong economy has not saved Poland's left, says Anthony Robinson 


A dull Polish election 
campaign culmi- 
nated in a surpris- 
ing election result 
on Sunday night as voters 
returned to a revamped anti- 
communist Solidarity move- 
ment for new leadership. 

The strong showing of the 
Solidarity Electoral Alliance 
(Akcja Wyborcza Solidar- 
nosc) surprised the pollsters 
and disappointed the former- 
communist Democratic Left 
Alliance. The left had cam- 
paigned on Us record as a 
stable party of government 
that had delivered security 
and, above all, steady eco- 
nomic growth. It had hoped 
to be confirmed as the larg- 
est party with a good chance 
of retaining power. 

Instead, many voters 
decided that, with Poland 
arguably more prosperous 
and more secure than ever 
in its history, it was safe to 
gamble: a vote for Solidarity 
would not necessarily lead to 
a replay of the feuding 
between inexperienced lead- 
ers that had fatally under- 
mined the first Solidarity- 
coalition governments after 
1989- 

The final result is cot 
expected until later this 
week. But partial results and 
exit polls indicate a seismic 
shift, virtually' ensuring that 
the next coalition govern- 
ment will be formed by the 
Solidarity alliance. Instead 
of being returned in glory’, 
the former communists, who 
picked up about 4m votes, 
will be isolated in opposi- 
tion. 

Two big question marks 
hang over this scenario. Win 
the Solidarity alliance, a dis- 
parate group of 36 parties 
united mainly by anti-com- 
munism, remain a coherent 
force or shatter under the 
pressure of government? Sec- 
ond. can a workable coali- 
tion be formed between the 
Catholic-influenced Solidar- 
ity alliance, which has a 
trade union base in the 
state-owned mines find big 
factories, and the pro-busi- 
ness Freedom Union led by 
Mr Leszek Balcerowicz. the 
architect of Poland's post- 
communist shock therapy? 

Both parties are rooted in 
the same anti-communist 
past But there are big differ- 



Tbe main players: From left. Freedom Union leader Leszek Balcerowicz, the Solidarity 
alliance's Marian Krzaklewski and prime minister Alexander Kwasniewski at. mw 


ences between them on both 
social and economic issues. 
Mr Balcerowicz wants to cut 
back and privatise the old 
state monopolies that give 
co almin ers, power station 
workers and steelmen the 
power to block reform and 
keep wages high in spite of 
heavy losses. Mr Krzak- 
lewski insists he is also in 
favour of reform: but not at 
the expense of his unionised 
working-class supporters. 

On social issues, too. the 
deeply Catholic Mr Krzak- 
lewski supports the papal 
position on abortion and 
divorce. The more educated 
middle-class supporters of 
the Freedom Union tend to 
favour freedom of choice, 
partly driven by a wish to 
see Poland became more like 
other European countries. 
Supporters of Freedom 
Union are wealthier and less 
attached to the symbols and 
beliefs of the old proletarian 
and peasant country. Unlike 
supporters of Solidarity and 
the former communists they 
tend not to fear the greater 
competition and openness 
which will come from entry 
to the European Union. 

These ideological differ- 
ences are compounded by 
personal factors. Mr Marian 
Krzaklewski, the leader of 
the Solidarity alliance, 
insists that a new coalition 
must be based on Solidari- 
ty’s programme. In the eco- 
nomic sphere at least, this is 
distinctly thin compared 


with the detailed blueprint 
of the "second Balcerowicz 
plan" - a radical free-marfeet 
programme, including a 
pledge to cut bade loss-mak- 
ing mines and factories and 
to privatise 80 per cent of the 
economy and all banks. Not 
surprisingly, the Freedom 
Union leader argues that Ms 
plan should be adopted. 

Mr Krzaklewski has also 
made clear that he does not 
intend to become prime min- 
ister. He is setting his sights 
on ousting Alexander Kwas- 
niewski, the president and a 
former communist, in elec- 
tions scheduled for 2000. By 
standing aside, he is expec- 
ted to provoke fierce compe- 
tition for the premiership 
between the various groups 
inside the Solidarity alli- 
ance, as well as between the 
alliance and ambitious fig- 
ures within the Freedom 
Union. 

Mr Balcerowicz dominated 
the Freedom Union cam- 
paign and was rewarded 
with an estimated 13-15 per 
cent of the vote. He has 
established his party as the 
representative of Poland’s 
emerging business and pro- 
fessional class. In effect, he 
has turned the Freedom 
Union into the king-maker of 
Polish politics. 

The Freedom Union 
includes many Solidarity 
veterans who are more infer- 
ested in politics than eco- 
nomics. Former prime minis- 
ters such as Tadeusz 


Mazowiecki and Hanna 
Suchocka strongly support 
an alliance with Solidarity 
for political reasons. 

During the election cam- 
paign, Mr Balcerowicz had 
kept his distance from both 
Solidarity and the former 
communists. His party's 
choice of coalition partner 
would be made according to 
who gave the best guaran- 
tees of carrying out his eco: 
nomic programme, he said. 
The stronger-than-expected 
showing of Solidarity puts 
Mr Balcerowicz under 
intense political pressure to 
join it in coalition. The pro- 
cess might taVp weeks and 
could well be acrimonious. 

Whoever forms the govern- 
ment when the new parlia- 
ment opens on October 20 
will take responsibility for a 
Poland far different, and 
more constrained, than that 
which emerged impover- 
ished but unbowed from 
Soviet domination eight 
years ago. 

Poland was the first post- 
communist country to 
embark on market-based 
reform in 1990 and the first 
to return to economic 
growth two years later. The 
combination of SISbn in for- 
eign direct investment and 
the release of domestic 
entrepreneurial energy has 
spawned more than 2.5m pri- 
vate companies. This has 
transformed the economy 
and raised living standards: 
the International Monetary 
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Fund estimates that average 
real incomes have risen 80 
per cent over the past four 
years, albeit from a low base. 

Reforms were started by 
Solidarity but continued 
under the former commu- 
nists. This Illustrates 
Poland's broad consensus on 
economic and foreign policy 
in spite of the deep divisions 
that persist between former 
communists and anti-com- 
munists. It was under a for- 
mer-communist government, 
after all, that Poland entered 
the OECD and qualified for 
the first wave of Nato and 
EU enlargement negotia- 
tions. - ~ 

Such international com- 
mitments present the new 
government with an enor- 
mous modernisation la.^ir if 
full Integration into Nato 
and the EU is to be achieved, 
many economic and other 
reforms will have to be 
implemented or completed. 

Hitherto protected sectors 
such as banking, the energy 
and steel industries and agri- 
culture will have to. be 
opened up to greater compe- 
tition. The armed forces 
must be modernised. Tight 
economic policies aimed at 
cutting Inflation from 
around 15 per cent to low 
single-digits will have to be 
continued. 

There wifi be little time for 
reflection. On the economic 
front, the central bank gov- 
ernor last week called for a 
quick decision to tighten 
monetary and fiscal policy to 
head off the risk of an uns us- 
tainable trade deficit. 

Poland’s electorate wifi be 
looking for a new style of 
government. Poles have 
shown they are prepared to 
risk swapping allegiance 
rather than sticking with 
tainted but steady hands of 
the former communists. The 
outgoing coalition may have 
been accused of cronyism 
and corruption, but it proved 
itself capable of delivering 
stability, growth and cau- 
tious reform. 

The Solidarity parties wifi 
now be judged by their com- 
petence and honesty. If they 
waste their opportunity 
through infighting, the for- 
mer communists will he 
waiting in the wings, ready 
to pick up the dropped bafi. 
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Stress of German unification 
behind UK’s exit from ERM 


From Mr NigeLEoms. 

Sir, WE we ever get a 
rounded picture of Black 
Wednesday? like virtually 
all British commentators, 
Philip Stephens concentrates 
on domestic political and 
economic factors. 

This overlooks the fact 
that, following the unifica- 
tion of Germany, the whole 
macro-economic scenery had 
shifted since British entry to 
the ERM- Bundesbank policy 
was driven by domestic con- 
siderations alone; external 
considerations coanted for 
little, and Europe’s domi- 
nant economy gave the 
whole continent a macroeco- 
nomic cold. 

The British wee merely 
incidental victims. Were it 
not for the strains induced 
by unification, we. might be 
approaching- 10 years of ERM 
membership at a steady 
DM2L96 exchange rate. 

The whole episode shows 
the dapggrs of having in fact 


a relatively interdependent 
European economy while not 
having a single ctnrenCy 
♦hat has to take everyone’s 
interests into account 

Nigel Evans, 

The Fletcher School of Law 
and Diplomacy. 

Tufts University, 

Medford, MA 02155, US 

From Mr Claude Green. 

Sir, I have long found it 
puzzling that sterling's exit 
from the ERM at the hand of 
the then chancellor Norman 

Lamont should have passed 
far all these years as having 
h cyr> a fatalistic accident, as 
ngnin seemingly assumed by 
Philip Stephens in his reflec- 
tions “Unhappy anniver- 
sary” (September 17). 

To the contrary; and the 
phpwA of the chancellor that 
he was pa g in g in bis bath 
all too confirms that the 
chain of events was volun- 
tary and apparently invisible 


to all except George Soros. 

TTie e sse ntial rampart for 
the defence of the currency 
was the foreign currency 
reserves, and. as in any mili- 
tary’ operation, the general 
will not start his offensive 
by throwing in the reserves. 

The front line, had a serious 
defence been intended, was a 
rise in interest rates, the 
powerful rampart of reserves 
being sparingly used to dem- 
onstrate that the position 
was being seriously 
defended. 

Instead, after the reserves 
had been squandered, inter- 
est rates were raised to an 
economically unsustainable 
level as Norman Lamont was 
seemingly well aware. The 
outcome should have been 
glaringly obvious to the 
prime minister at least. 

Claude Green, 

114 rue Michel- Ange, 

75016 Paris, 

France 


Strain will be put on intellectual assets 


From Mr Nicholas Beale. 

Sir, Adding the fees of 
Coopers and Price Water- 
house surely provides only 
an upper bound on their 
combined revenae (“Accoun- 
tants plan global merger”, 
September 19). There will 
inevitably be some loss of 
clients and staff the only 
question Is: how much? More 

ftwirtartiontaTl y combining 


the intellectual assets of two 
such or ganisat ions is highly 
problematic: our analysis of 
such mergers suggests that 
medium-term, post-merger 
returns on intellectual assets 
are generally below the pre- 
merger average. 

What I was hoping to see 
was a table showing the 
value of lawsuits where Coo- 
pers (as liquidator) is suing 


PW (as auditor) and vice 
versa. Would it be appall- 
ingly cynical to wonder 
whether this could have any- 
thing to do with the merger 
proposals? 

Nicholas Beale, 
director, Sciteb, 

1 Bay Hill, 

Berkeley Square, 

London W1X 7LF, UK 


World Bank staff also showed positive side 


From Mr Fred Wright 

Sir. In your story “World 
Rank staff hit by low 
morale" (September 19) you 
correctly quoted the Bank 
Staff Association as saying 
that morale in the Institu- 
tion “is as low as we have 
ever seal It”. 

However, the rest of the 
staff association column you 
quoted from also made some 
positive points about our 


commitment to improving 
the effectiveness of the bank 
group. 

Among these points: the 

staff awinriatinn bafi “offered 
a strategic partnership to 
the [bank) president to com- 
mit to building a better and 
more effective" organisation. 
Also, the staff association 
continues to “participate in 
a constructive and forward- 
looking manner to defend 


the long-term interests of the 
bank group as well as the 
present and future genera- 
tions of staff, which are 
its primary capital 
asset". 

Fred Wright 
chairman. 

World Bank Group Staff 
Association, 

1818 H Street N.W.. 
Washington DC 20133. 

US 


Gwen Robinson examines the new US-Japan defence agreement 

Moving on the defensive 


T oday in New York, 
the US and Japan 
will finalise an 
agreement under 
which Japanese soldiers wifi, 
for the first time, provide 
non-combatant support to 
US forces if there are con- 
flicts in areas surrounding 
Japan. The agreement 
expands Japan's defence pol- 
icy in ways that would have 
been unthinkable 10 years 
ago — un thinkable not only 
for Japan’s pacifist lobby, 
but also for China and other 
regional countries. 

The new arrangements 
will give Japan its highest 
military profile since the sec- 
ond world war. They will 
also stretch Japan’s constitu- 
tion, adopted in 1917, to Its 
limits - and beyond, accord- 
ing to some critics who 
argue that it is incompatible 
with provisions which pro- 
hibit collective defence 
arrangements and ban the 
ase or even the threat of 
force as a means of settling 
international disputes. 

For decades, Japanese 
leaders have been reassuring 
the world that their country 
would remain strictly within 
the bounds of this so-called 
peace constitution. Japan's 
euphemistically named Self- 
Defence Forces pledged to 
stay strictly within their 
modest geographical limits - 
in the navy's case, a 200-nau- 
tical mile radios. 

In the past five years, 
Japan has steadily increased 
its international security 
role to encompass participat- 
ing in United Nations peace- 
keeping operations, provid- 
ing disaster relief and 
evacuating Japanese citizens 
abroad. Japanese leaders 
have all the while stressed 
that these operations were 
peaceful in nature and 
remained within the frame- 
work of the constitution. 

. Now, though, some politi- 
cians - including Ichiro 
Ozawa, the opposition 
leader, and Yasuhiro Naka- 
sone, a former prime minis- 
ter - have called openly for 
revising the constitution. Mr 
Ozawa characterised H as a 
vital step for Japan to 
become a “normal country”. 

The document now being 
finalised by US and Japanese 
ministers remains within the 
existing arrangements gov- 
erning Japanese security. 
These arrangements are 
enshrined in a bilateral 


defence treaty signed with 
the US in 1951 which forms 
the cornerstone of Japan’s 
defence and foreign policy. 
In 1978, the two countries 
agreed on a set of guidelines 
for Japan-US defence 
co-operation, guidelines 
which have been described 
as the “nuts-and-bolts” of 
the treaty. The new docu- 
ment, the product of two 
years of negotiations, revises 
those 1978 guidelines. 

The existing arrangements 
make no mention of Japa- 
nese support for US forces 
outside the country. Instead, 
they focus on co-operation in 
the event of a direct attack 
on Japan. Under the revised 
agreement, Japan will pro- 
vide so-called “rear-area", 
non-combatant, support to 
US forces in event of con- 
flicts in “areas surrounding 
Japan”. 

The sorts of activities cov- 
ered are spelled out in some 
detaiL Among 40 areas of 
co-operation covered by the 
revised arrangements are 
proposals for Japanese mine- 
sweeping of sea lanes, intelli- 
gence gathering, search and 
rescue operations, communi- 
cations support, medical ser- 
vices and delivery of sup- 
plies, evacuation of civilians 
in crisis areas,- and round- 
the-clock access for US 
forces to Japan’s ports and 
airports. 

For all the plethora of 
detail, though, there is stm 
no clear definition of what 
“rear-area”, or non-combat- 
ant. support means in prac- 
tice. Critics question 
whether promises to provide 
supplies and other logistical 
support in a regional emer- 
gency can realistically be 
separated from combat activ- 

Critics question 
whether promises 
to provide 
supplies in a 
regional 

emergency can be 
realistically 
separated from 
combat activity 


ity. The head of the Commu- 
nist party’s secretariat. 
Kazno Shii. won public sup- 
port for his fierce question- 
ing of the revised defence 
arrangements. What would 
happen, he asked, if a Japa- 
nese transport ship was fired 
on while delivering items to 
US forces somewhere in the 
region? “How can so-called 
‘rear-areas’ be distinguished 
from those where combat is 
taking place?" 

Such questions are adding 
to the anxiety and uncer- 
tainty that Japan's growing 
military role is already caus- 
ing, both at home and 
among Japan’s friends and 
rivals. 

The anxiety is especially 
noticeable in China, which 
was stung by Tokyo’s refusal 
to exclude Taiwan from 
potential areas of conflict 
covered by the US-Japan 
arrangements. The new gov- 
ernment in Beijing has 
shown every sign of wanting 
to continue its drive for 
smaller, more up-to-date 
armed forces. It recently 
announced further troop cut- 
backs to plough more funds 
into higher- technology 
defence. In this context, the 
new US-Japan agreement is 
something of a double-edged 
sword for Tokyo: on one 
hand, it assures Japan of 
continued US commitment; 
on the other,, it is a poten- 
tially worrisome provocation 
for China and rogue Asian 
states, notably North Korea. 

Among Japan’s allies in 
the US, the reaction to the 
new arrangements has been 
mare positive, of course, but 
stm Tnrmfl The US a dminia - 
tration put intense pressure 
on Japan to carry mare of 
the regional defence. burden 
at a time when both sides 
have been tryin g to ease 
growing bilateral trade fric- 
tion. More than a few offi- 
cials in Washington and 
Tokyo have linked the . two 
areas of policy, suggesting 
that the US might moderate 
some of its trade-related 
demands if Japan expanded 
its support on security 
matters. 

AH the same, for many US 
critics, the new guidelines 
do not go for enq ngh_ Chat 
mors Johnson, president of 
the Japan Policy Research. 
Institute, has accused the US 
government of letting Japan 
off too lightly in return for 
continuing commitments to 


the country’s defence. “If a 
threat did arise. US lives 
would be at risk while the 
Japanese would be conduct- 
ing ‘intelligence activities’ 
... it is extremely unlikely 
that the US public, if it knew 
what the Pentagon was 
secretly committing to, 
would agree to this division 
of labour, particularly given 
that Japan is today, in per 
capita terms, considerably 
richer than the US and fully 
capable of defending itself." 
Mr Johnson observed in a 
recent paper. 

But the country where the 
new defence deal is running 
into the toughest problems 
is probably Japan itself. 
Rather like an ostrich, the 
government of prime minis- 
ter Ryutaro Hashimoto has 
stuck determinedly with the 
negotiations and insisted 
they fell “within the frame- 
work of the constitution”. 

Mr Hashimoto claims that 
bis administration has the 
authority to agree to the 
new arrangements. On 
implementation, he has said 
only that a parliamentary 
committee will be estab- 
lished to decide which spe- 
cific areas of co-operation 
require special legislation, 
and to draft the necessary 
bills. 

But Mr Hashimoto sits 
atop a volatile coalition with 
a slim majority of Si in the 
500-seat lower house of par- 
liament. In the upper house, 
which is crucial for the final 
passage of bills, he mast rely 
on his two small left-leaning 
allies: the Socialists and New 
Party Sakigake. 

Both have opposed sugges- 
tions of expanding Japan’s 
military role. But officials in 
Mr Hashimoto’s Liberal 
Democratic Party predict 
that future realignments will 
give the LDP the necessary 
numbers to push through 
security-related bills within 
the next year or two. 

For Mr Hashimoto and his 
country, the new US-Japan 
agreement raises the stakes 
significantly in Japan’s bid 
for a bigger international 
role; What started as dis- 
creet bilateral negotiations 
are likely to develop into a 
- full-blown constitutional 
debate- - and, possibly, a 
constitutional crisis If con- 
flict erupts any time soon in 
any of the region’s potential 
flashpoints, such as North 
Korea .or the Taiwan Straits. 
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of Hamburg 


Germany’s Social Democrats got 
a ttack eye at the weekend from 
the voters of Hamburg, who 
| hS.ve v provided a salutary 
reminder- that no one shoold 
take th e. German electorate for 
granted. In apite of national 
opinion polls which pnt the SPD 
well ahead of Chancellor Hel- 
| mat Kohl’s Christian Demo- 
cracy -the left-of-centre party 
suffered its worst result in local 
1 el ecti ons in the Hanseatic city- 
state since the war. 

At least three important les- 
sons emerge for the party which 
| hopes to replace Mr Kohl at the 
general election due in 13 
| months' time. One is that an 
'attempt in exploit popular con- 
[cems over law and order and 
[to m iigi ati on backfired. The SPD 
' saw blue-collar and young vot- 
es, .desert in favour of the far- 
right,, overtly racist Deutsche 
VdOsOniOji, which came within 
a whisker of gain! »g 5 per cent 
j.iri the polL That was just short 
of the xnargin needed to pnt neo- 
MazB inihe city parliament 
Henning Voscheran, the city 
■ mayo r, who might have been 
SPD finance minister in a future 
[ national • . government, also 
sought to portray himself as 
r mildly sceptical eh the hot topic 
of- replacing the D-Mark with 
theeurb. He called for a referen- 
dum on the question. That 
i failed .to win any votes. Indeed, 
the Bund Freier Bttrger, the 
right-wing. party which cam- 
! paigns- -exclusively against the 
single European currency, won 
j only a jpaltry 1.3 per cent. 
Although -many Germans 
remamdubious about the bene- 
fits ofthe Curo; it does hot seem 
to affect the way they vote. 

N The. third lesson from Ham- 
| bUFg is -one most relevant to 
Gerhard SchrOder, the SPD pre- 
liiiier of neighbouring Lower 


Saxony. He is the man who 
believes he can Chancel- 

lor Kohl next year. But first he 
has to win his own local elec- 
tions in March. He has promised 
to r e s ig n if he loses more than 
two percentage points of his 
party vote. On Sunday Mr Vos- 
cherau lost four percentage 
points - and he quit 

But if the whole process has 
been painful foe the opposition, 
Mr Kohl has no grounds for feel- 
ing smug. His local supporters 
recovered five points in the poll, 
from a disastrous result in 1993. 
They are still only backed by 30 
per cent of the voters, in one of 
Germany’s most prosperous 
cities. The chancellor’s partners 
in government in Bonn, the 
Free Democrats, foiled once 
again to win 5 per cent, and 
were beaten into fifth 
place. 

AH told, it was not a good day 
for the established “people's 
parties” on the German national 
scene. The most satisfied people 
in Hamburg were probably the 
environmentalist Greens, who 
pushed up their support to a 
thoroughly respectable 13.9 per 
cent. That should make them 
the kingmakers in any future 
city coalition. 

Local footers always influence 
German provincial elections, 
and it would be wrong to read 
too much into the result But 
Mr Kohl can and no doubt will, 
remind bis detractors not to 
write oft his political prospects 
too soon. 

The Bonn coalition appears to 
be in a muddle, and unable to 
push through the tax refo r ms to 
which it is committed. But it 
feces a divided opposition with- 
out a charismatic leader, and 
unable to modernise itself. Mr 
Kohl still dominates the Ger- 
man political stage. 



deadline 


President Laurent Kabila is in 
nger of squandering one of 
his country's most important 
assets: -the goodwill and support 
of the international community 
in his 'efforts to rebuild Zaire, 
renamed the Democratic Bepub- 
lic af Congo after his military 
1 victory last May. 

More than a month has 
elapsed since a United Nations 
team arrived in Kinshasa to 
investigate allegations of mass 
killings qf Rwandan Hutu refu- 
| gees in .’eastern Congo during 
| the fiiua.'stages of the war to 
overthrow the regime 'of former 
president Mobutu Sese Seko. 

They ’-would have arrived 
; mtich earlier, but for govern- 
ment objections, including its 
derision- to veto the participa- 
| tion of Mr Roberto Garreton, an 
experienced ‘ human rights 
I researcher ’whom Kinshasa 
accused or bias. 

- Bui, even after approval for 
the. UN mission was eventually 
granted, it has encountered 
nothing but ^prevarication and 
obstruction: from the govern- 
| menL'injspite of repeated assur- 
i *nces_ _from Mr Kabila and- his 
ministers, that -co-operation 
would -be forthcoming. 

: Admittedly . Mr Kabila has rea- 
^ fo be sceptical about the UN 
I trie fo his chtuiiry. UN agencies 
1 heiped feed the camps holding 


Hutu militia, as well as genuine 
refugees who had fled from 
neighbouring Rwanda. It was 
tins- militia which was responsi- 
ble far the 1994 genocide against 
the Tutsi minority, and which 
then used these camps as bases 
from which to attack the new 
government of Rwanda, as well 
as Tutsis living in Zaire. 

When western governments 
were given the chance to deal 
with this destabilising presence, 
they turned it down. As Mr 
Kabila’s forces began their 
march on Kinshasa last year, 
western governments agreed to 
send a military force, but said it 
could not be used to help bring 
the militia to account 

Given the risks and complex- 
ity that attended intervention, 
they were right to hold back. 
But it meant that this task was 
left to Mr Kabila's forces - 
much to the relief of the west 
but at a price the UN mission 
has now been sent to determine. 

Neither of these factors, how- 
ever. justify Mr Kabila’s calcu- 
lated attempt to conceal what 
happened to the refugees. The 
UN should now insist that 
unless he allows the mission to 
start their investigations with- 
out further delay, he forfeits the 
international development assis- 
tance that the country so badly 
needs. 


COMMENT & ANALYSIS 


Mercantilist muddles 

The world can balance budgets and liberalise capital. It cannot 
eliminate current- account differences too, says Martin Wolf 


J apan is being rapped on 
the knuckles. Do not lend 
so much to the rest of the 
world and increase domes- 
tic demand instead, 
warned its partners at the 
meeting of the group of seven 
leading industrial countries over 
the weekend. At their bead was 
Robert Rubin, tbe US treasury 
secretary, with traditional com- 
plaints about tbe weakness of the 
Japanese economy, the depressed 
yen and the rise in Japan's trade 
surplus with the US. 

Those who do not learn from 
history are condemned to repeat 
it. But the prior question is 
always what is to be learned. The 
US answer is simple: that the 
blame for the international con- 
sequences of Japan's economic 
behaviour lies entirely with 
Japan itself, which has foiled to 
stimulate domestic demand. If 
only the Japanese were to 
deregulate their economy and 
pursue consistently expansionary 
de mand policies, their country’s 
tendency towards stagnation 
would end and the surpluses 
would melt away. 

Intriguingly, the Japanese 
themselves have never strongly 
disagreed with fhic diagnosis. Yet 
it is simplistic at best and mis- 
leading at worst 
Certainly, the strongest count- 
er-argument the Japanese used to 
have has gone. Throughout the 
1980s and early 1990s. both Japa- 
nese and Germans complained 
that the US itself was the cause 
of its current account deficits. 
Profligate US fiscal policy was 
the problem, they insisted. 

This is no longer so. The struc- 
tural (or cyclically adjusted) gov- 
ernment fiscal deficit of the US 
has, according to the latest World 
Economic Outlook from the IMF, 
shrunk from 4.1 per cent of gross 
domestic product in 1992 to less 
than 1 per cent this year. It is 
now less than the structural defi- 
cits of either Germany or Japan, 
at L2 per cent and 1.3 per cent of 
GDP, respectively. 

The for stronger cyclical per- 
formance of tbe US means that 
its actual deficit is lower stilL 
The IMF forecasts the US fiscal 
deficit at only 0.3 per cent of GDP 
this year, against 2.7 per cent in 
Japan and 3.1 per cent in Ger- 
many. This success has given the 
US the moral upper hand in its 
debate with its partners. 

Yet this feeling of superiority is 
misplaced- It is absurd to support 
the worldwide campaign for fis- 
cal consolidation and push for 
liberalisation of capital flows, 
while complaining about the cap- 
ital flows that result Consolida- 
tion and liberalisation benefit 
countries; net capital flows and 
big current account movements 
are an inevitable consequence. 

What are the facts? From only 
$6bn in 1991. the US current 
account deficit is forecast by the 
IMF to rise to $2Q5bn next year. 
Meanwhile, the Japanese current 
account has oscillated, rising in 
1991-93, shrinking last year and 
now rising again to $98bn in 1998, 
according to the IMF forecasts. 
Yet the ElFs shift into surplus is 
for more dramatic than Japan’s. 
Having had a deficit of $82bn in 
1991. It is expected to show a sur- 
plus of $99bn in 1998. 

Part of what lies behind these 
divergences between the US, on 
the one hand, and Japan and the 
EU, on tide other, is cyclicaL Far 
from being a problem, the combi- 
nation of a growing US current 
account deficit with a strength en- 


Growth, fiscal consolidation and the current account 


ps 0 


.. . • 




1996 

199r V]®®. 

1998* 


5 rrr..,- 

•; >afy 

i'.'’ A'i-'/.A'- K " . 




• Annual change 





-Xbiujimrif account- j ; ■ •. V- . . 

\ :*;V ■ £ 't'” .;N 1 * v V- ‘ 


• ■ .-1! v. •.£ V .T-.v * < 



►M* -v V -i .• 

«6 86 97 


• v }L: ■ j Cuicnt ' acccuotn s R. -p. 



1981 


t n 84 -95'.. ■ 96 . 97 ._.• •ps.-i---:’ 


Souck WF, World Economic OuttooA 

ing fiscal position is a symptom 
of success. 

Between 1992 and 1997, the US 
rate of economic growth is fore- 
cast to average 2.8 per cent a 
year, against 1.3 per cent for 
Japan, L6 per cent in Germany 
and L7 per cent in the EU. The 
higher US rate of growth reflects 
a higher rate of growth of 
demand. Yet economies can oper- 
ate at full capacity and expand in 
line with the growth of that 
capacity while showing current 
account deficits, current account 
surpluses, or neither. What mat- 
ters is savings and investment 

hi the 1990s, US gross national 
savings have been running at 15 
to 16 per cent of GDP. Japan, by 
contrast, is a high savings coun- 
try, with gross national savings 
over 30 per cent of GDP in every 
year. Europe is closer to the US 
than to Japan. But the principal 
continental countries save more 
than America, at around 20 per 
cent of GDP. 

If opportunities for investment 
in economies at or close to the 
frontiers of technology were simi- 
lar, capital markets were Inte- 
grated and the cost of capital 
were, correspondingly, the same, 
investment rates would be simi- 
lar, too. This is not how it is. For 
all its recent success the US 
investment rate is for lower than 
Japan's and a little Iowa- than 
the EITs. Yet net Hows of capital 
have made investment rates 
closer than savings rates. With 
its substantial current account 
deficits, the US has been able to 
invest more than it saved. The 
reverse has been true for Japan. 
This is good reason for the US to 
feel grateful, not criticaL 

That is the structured story. 
But it also illuminates the cycli- 
cal behaviour of the 1990s. Start 
with Europe. Under the discipline 

cf the Maastricht treaty and with 
the enthusiastic support of the 
IMF, Europe has been engaged in 


fiscal consolidation. 

Italy has been a particularly 
remarkable case, with a decline 
in the structural deficit from 9.6 
per cent of GDP in 1992 to a fore- 
cast level of only 1.7 per cent in 
1997. Yet Italy Is not alone. Ger- 
many has overcome the fiscal 
problems of unification, with a 
reduction in the structural fiscal 
deficit from 5.4 per cent in 1991 to 
1.2 per cent this year. France has 
shrunk its structural deficit from 
3.4 per cent of GDP in 1992 to 0.9 
per cent this year, while the UK 
has reduced its structural deficit 
from 4.4 per cent of GDP in 1993 
to 1.5 per cent this year. 

A reduction in the govern- 
ment’s structural fiscal deficit 
means a rise in a country’s 
desired rate of saving. Where are 
these extra savings to go? 

I n the short run at least 
they are likely to lower 
aggregate demand. As 
Keynes pointed out, a low- 
ering of the level of eco- 
nomic activity is an obvious way 
to bring private savings into bal- 
ance with investment. In other 
words, fiscal consolidation tends 
to mean recession. 

Aggressive monetary loosening 
and a lower real exchange rate 
could offset tbe tendency to 
recession by expanding invest- 
ment, lowering desired savings, 
stimulating exports and improv- 
ing the current account hi the 
case of Italy, for example, the 
current account has moved from 
minus 2.4 per cent of GDP in 1992 
to a forecast of plus 3 3, per cent 
this year. 

This offsetting policy is pre- 
cisely the one followed by the 
Bundesbank since 1995: accord- 
ing to JP Morgan the real 
exchange rate of the D-Mark 
depreciated by 12 per cent 
between March 1995 and August 
of this year. It is this and the low 
interest rates that have helped 


cause it, which explain why a 
cyclical recovery is at last under 
way in the EU. 

In the case of the EU, adjusting 
to fiscal consolidation poses a 
challenge, but not an insuperable 
one, largely because the imbal- 
ance between a sensible rate of 
investment and desired savings 
is not all that large. Japan’s prob- 
lem is far bigger, because the 
country’s level of savings is so 
large. It is virtually impossible 
for the country to absorb it in 
productive domestic investment 
Where are the savings to be 
placed? 

One answer is in the govern- 
ment's fiscal hole. In the 1990s. 
Japan’s structural fiscal deficit 
was allowed to go from a surplus 
of L5 per cent in 1991 to a deficit 
of 3.2 pa: cent in 1996. With social 
security excluded, the structural 
deficit exceeded 6 per cent of 
GDP last year. This is the sort of 
thing that makes fiscal authori- 
ties nervous. Japan's ministry of 
finance was no exception. 

Its response has been fiscal 
tightening, which as in Europe, 
has reduced the buoyancy of 
domestic demand and increased 
tbe external surplus. Again 
adjustment has been helped by 
expansionary monetary policy 
and a weak exchange rate. 
Between its peak in April 1995 
and August of this year, the real 
exchange rate had depreciated by 
23 per cent. 

In the case of Japan, however, 
this may not be good enough, if 
one looks at the country’s experi- 
ence over tbe past one and a half 
decades, it is possible to see that 
tbe economy has been caught in 
one or more of three states: large 
current account surpluses, large 
budget deficits or very low costs 
of capital. Given Japan's high 
propensity to save, these are sim- 
ply alternative ways of sustain- 
ing levels of economic activity. 

How then should Japan 


respond to the complaints and 
calls for foster growth of demand 
and lower current account sur- 
pluses that are, once more and so 
predictably, raining down upon 
it? It could allow tbe budget defi- 
cit to rise once more - and per- 
manently. But this is a sensible 
way to absorb Japan's savings 
surplus only if the government is 
able to invest in productive ways. 
It is questionable whether it can. 

Japan could also stimulate 
higher rates of domestic invest- 
ment. In the long run radical 
deregulation might do this. But it 
might not, particularly in the 
short to medium term. 

It could also persuade its citi- 
zens to lower their savings. This 
is the approach often recom- 
mended by the Americans, on the 
principle that profligacy must be 
good for everyone. But the Japa- 
nese could respond that wanting 
to save for the future is no crime. 
Indeed, in a world crying out for 
more investment it must be a 
good thing. 

The final alternative is to 
admit that the most sensible way 
to use those savings is abroad. 
Japan should run a large current 
account surplus. In the short run, 
that would mean export-led 
growth as full capacity is 
reached. In the long run, it 
means exports ru nnin g at the 
level given by imports and the 
surplus of desired savings over 
investment 

This then Is tbe best Japanese 
response: yes. we want to use our 
economic capacity and yes we 
need to reform and deregulate 
out economy. But we foil to see 
why it is right for us to invest all 
our savings at home. That is 
naive mercantilism. It is far bet- 
ter to let us invest our surplus 
savings abroad. It Is what the US 
did in the 1950s. Stop worrying 
and let us do it now. 

Martin. WoIftaFT.com 
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UK defence swatch this 


[ tn _ its; stated ambition the 
goVmiment’s review of the 
£2ibir-a year defence budget is 
amongTthe more radical of its 
Many exercises tb re-order pub- 
lic spending priorities. Yet so 
I for ft has seemed more an exer- 
dse ih public rela tions than in 
• hard 1 deosjop -making . 

Uecage Robertson, the defence 
j secretary, was-^ right'to conclude 
that- the review should match 
Spending to a broad assessment 
of Bnhdn’s foreign policy inter- 
_and commitments. La st 
he- sketched out some 
conclusions: .that Britain 
should- keep its permanent seat 
the UN- Security Cotmcfi, 
?®naiu a feeding- force in Nato, 
cont ribute. , substantially to 
snmpe’k : security. = and keep a 
J*mebce~in arras as diverse as 
■ ™6 ; . Gulf and the Caribbean. 
/Rot this is the posture cf a 
Pocket superpower wanting to 
to> conduct -every kind trf 
operation anywhere in 
“^.WOrld rather than, a signifi- 
^t:0Bnrop»an power with a 


.week 



government has also 
§?3nded from -the. review, its 
expensive, "and* risky, 
procurement project 
the' review says about 
5?.£®wer, Britain will remain 
toe £40bu, . foqraatton JSnro- 
Thjte despitecon- 


stant cost overruns and an ever 
slipping in-service date. Pri- 
vately, ministers admit that the 
commitment has more to do 
with protecting jobs in Labour 
constituencies than with the 
nation’s real defence needs. 

This use of equipment orders 
as a proxy for an industrial pol- 
icy helps to explain the sham- 
bles of defence procurement. As 
the National Audit Office 
pointed out in a recent review 
of the 25 biggest defence pro- 
jects, delays and cost overruns 
are now endemic The failure of 
the Challenger 2 tank to match 
the army's reliability require- 
ments is one example. The posi- 
tion will not be rec tified until 
ministers recognise the contra- 
diction between getting tbe best 
deal for the armed forces and 
ncring defence contracts as 
make-work schemes. 

The g nv wn tnent should think 
more boldly. The demands of 
modern defence require lighter, 
more deployable forces. That 
puts a big question mark over 
the maintenance of 24,000 heavi- 
ly-armoured troops In Germany. 
The Euroflghter project shou ld 
be subject to the. same scrutiny 
as everything else. And Mr 
Robertson might consider 
whether Britain still needs a 
separate RAF when both the 
army and navy have air wings. 


. ■ The ciock is ticking for . ' - 
.Nicolas Hay e^,tije 
. agar-chomping boss of SMH, the 
world’s leadiug.watch producer. 
Next February, fhe Beirut-born 
entrepreneur whomade has 
; name rescutng the Swiss watch 
industry in the early l9H)s, WO] 
turn 70, yet he maintains a 
workload which woold give . 

; many younger executives a 
nervons breakdown. 

SMffsprofite remain well 
below their 1993 peak and so 
does the shar$ price. The pool cf 
wealthy investors who helped 
Hayek maintain voting control ' 
has began ^ toevaporate ahd his ' : 
; tiro vice-chairmen - former • 
Swiss Bank Corporation. 
chairman Waltar -ft dngrand 
JOaiis- Schwab, founder of the 
WorldEconQnncForum-have 
recently jqmt ' ■■ • . ’ 

■ There ^ Is oply one obvious ' 
successor Jot an the board - 
. Ernst Tanc^, 50, DS-trahred 
boss of the Lindt & SprUngli 
. chocolate empire, bathe insists 
he doesn't wanttbe job. 

Analysts blanchat the 
suggest io n that Nicolas Hayek . . 
- junior mjghfgBtltihe has his - 
father’s flair for publicity but no . 
sign yetafhis entrepreneurial 
streak--'' 

Hayek senior would like to 
sotdieranas kmgasSandqz’s 


MarcMpretLwbbwasihhis 
mld-TOs when be solved his, 
soccessfenproblem bymergfcig 
Sandoz and GEba intoNovartis- 
But unless SMB’s share price 
starts to perform, Switzerland's 
JJ h r mkOnig may find that - 
selecting a crown prince is the 
least of his worries. 


Crowed out? 

■ The Red Cross is considering 
replacing its famous emMan fn 
war zones to bolster its Image of 
neutrality. Apparently the - , 
murder of sixHed Gross staff 

. Inst year. fa . M b glan Chechny a' . 

has fed some in ^ international, 
/.h umanitari an movement to seek 
an gmhTgTTv that doesn’t bilk it to 
anyrehgian- ./ / ■' 

The red cross against- s 'white . 
background is tbe reverse ^ a£ the 
SwiSs flag’s white-onred '/ 
fotmatitsn. reflecting the; 

■ movement’s , birth in Geneva in 
1863. However,28 Mo slem , 
countries use a red crescent on a 
backgr o und , which 
reinforced the religious 
ov e rtones of both emblems. - 
; The future of the red cross 
embfem.'wfll be discussed at a 
shin^g in. the Spanish dty of 
Seville in late November, which 
brings together the International 
Committee trf the Red Cross, in 
national Red Cross and Red :: - 
Crescent [societies and their 
federation, also based to Geneva. 
.-. Apparently, the red-cross wifli 


not be abandoned altogether: it’s 
likely to stay on in areas whetfe 
its purpose can't be represented 
as hostile to any of the warring ' 
parties., according to 1CRC 
officials. "We'll study the 
possibility of using a neutral 
emblem in certain cases where 
one or another party to a ‘ 
conflict has a problem with an : 
emblem that appears religious," 
Kim Gordon Bates, an 1CRC 
spokesman, said yesterday. 

In any case, any new emblem 
would have to be ratified by the 
188 states which are signatories 
to the Geneva Convention. 
Sounds like a long job. 


Plane sense 

■ Iraqi Airways, grounded since 
the 1990 Gulf War by the UN 
no-fly zone and sanctions which 
make it tough to get spares, has 
apparently been finding ways of 
keeping its staff together for the 
day when it takes off again. 

According to the country's 
Al-Qadissiya newspaper, there’s 
no shortage of e n tr e preneurship. . 
at the statoowned cairier. lt has 
opened a <* nni m nrorati nris and 
translation centre for Iraqi .; 
b usmeennen to nsg the sMTIr nf . 
"otter aircrew and ground staff; ,. 
while others are busy showing 
tourists around archaeological 
and religious sites. Some 
technical staff have been, 
seconded to the health ministry 
to repair medical equipment 


others are servicing trains. Not 
. to be outdone, kitchen staff are 
selling Hke hamburgers 
and pastries through a 
countrywide' chain of outlets. 

. So someone out there is 
choosing to buy airline food- 
Wbatever next? 


Loose talk 

■ Turkish economy minister 
GOnes Taner is developing a 
taste for sharing bis ideas with 
newspaper readers before 
presenting them to his boss, 
prime minister Mesut Yflmaz. 
.**As the minis ter in charge of the 
economy," he says, only 
semi -apologetically, Tm 
continuously producing 
projects.* 

He’s now come up with a 
snazzy scheme to get the stalled 
privatisation programme 
tBQytn g rotfaer nUnfgtar s can 
reed all about it in tbeir 
manring papas- The voluble 
Tana- wants to sell convertible 
beards to be swapped for shares 
to state companies as they are 
privatised, so the government 
gets its hands an cash before it 

mdpadstte goodies. 

It’s a handy plan to take to the 
lMF*Warld Bank meeting in 
Hong Hong. Taner might expect 
less stick from international 
financiers over Turkey’s - 
economic mess iTihey thought 
there might just be something 
for them in his latest wheeze. 


100 years ago 

Depression At Athens 
General depression reigns at 
Athens, and depression, seems 
to have bred exasperation. - 
Unless that depression and 
exasperation speedily 
disappear, there will be more 
storm clouds over tbe Foreign 
Bouses: Greece has foUen 
into a quagmire, and the only 
way out is to accept the 
proffered hand of the Powers, 
on the Powers! own terms. M. 
RaDi seems, fortunately, to be 
keeping his head; or perhaps 
it is that, being hi office, he is 
not eager to play to the * 
gallery. He professes to see 
that it is the treaty or war, 

nnH tf hp ran rnnlca hi«a . 

Parliament thmir in the samp 
sensible vein, all wifi be welL 

50 years ago 

U.S- FQm Barter Offer 
Hollywood. 2&idSept. Mr. 
Rogers (producer of a film 
about the U.S. military 
academy at West Punt) has 
written to the British Prime 
Minister, Mr. Atlee, offering 
to barter profits an the film’s 
showing in Britain for British 
goods. Mr. Rogers said in his 
letter that he would be willing 
to take “fine English silver, 
machinery from Lancashire, 
steel products from Sheffield, 
Scotch from Scotland, 
antiques from London in 
exchange for any profits an 
the picture “The Spirit of 
West Point “ 
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European retail investors 
get o nlin e Reuters news 


By Simon Kuper tn London 


Reuters, the UK media 
company, is to provide news 
reports and share prices to 
European retail investors on 
the internet 

The share information was 
previously available almost 
exclusively to financial institu- 
tions. apart from a small ser- 
vice for US retail investors. 
Now it will be online for a few 
dollars a month. 

European retail investors 
will receive real-time news, 
bat equity and currency prices 
will be available with a delay 
of about 15 minutes. 

’This move takes us into a 
retail market where we have 
traditionally not been strong,” 
Reuters said yesterday. 
"Equity investment in Europe 
is growing rapidly. We are 
bringing into Europe what we 
had already been offering in 
the US.” 

Reuters says it is the largest 
provider of financial news. 


With its rivals. Dow Jones 
Markets and Bloomberg Busi- 
ness News, it is racing to pro- 
vide financial data on the 
internet 

But most existiigj sites offer 
information not tailored to spe- 
cific markets and not suffi- 
ciently detailed for most 
people wanting to trade 
shares. 

Over the past year Reuters 
has come under pressure from 
smaller news services that 
have begun offering market 
news, analysis and prices an 
the internet 

The company is to sell its 
service to 14 banks and other 
financial institutions in vari- 
ous European countries. The 
institutions will sell it to their 

clients on the internet. 

Each institution win be able 
to set its own price and tailor 
the service to its clients. 

ABN- Amro, the Dutch bank, 
yesterday launched the first of 
the services. Its Online Inves- 
tor win provide Reuters* news 


and share price information, 
as well as investment advice 
an 75 quoted Dutch companies 
from ABN-Amro. An introduc- 
tory subscription to the service 
costs FI &95 OS) a month. 

Several other banks will 
launch their services in the 
next few weeks. The only pre- 
vious online Reuters news ser- 
vice in Europe was offered by 
Direkt Anlage Bank, file Ger- 
man share broker, to its pri- 
vate investors. 

In the US, Reality Online, a 
Reuters’ subsidiary, provides a 
news and price service to 63 
stockbrokers, who sell it to 
their clients. However, Reality 
Online offers both news and 
prices with a 15-minate delay. 

Various other internet sites 
provide a strictly limited Reu- 
ters’ news service, with no 
emphasis on financial news. 

Reuters said it was not wor- 
ried that some of the 370400 
individual users of its existing 
products would transfer to the 
cut-price internet service. 


Executive 
suspended 
by SGS as 
Bhutto net 
widens 


By WBam HaB in Geneva, 
Fatten Boktari in btamabad, 
and Jimmy Burts in London 


Coopers 
and PW 


Continued from Page 1 


Clinton joins push 
for reform of UN 


national firm - 142 of them in 
Coopers' case and 119 in PWs. 

Each firm has different gov- 
ernance rules. In the UK, Coo- 
pers needs approximately 75 
per cent of those who vote to 
back the merger compared 
with about two-thirds at PW. 
In the US PW also needs two- 
thirds. 

It has become clear that both 
firms are prepared to drop 
some national firms which do 
not wish to take part in the 
merger. 

However, the rest of the cur- 
rent Big Six win be on hand to 
snap up practices that vote the 
plan down. 


By Lam SSfoer and Mediae! 
Littlejohns at the United 
Nations in New York 


IMF warning 


Continued from Page 1 


well before member countries 
were 

Tbe report also argued that 
a correction hi US share prices 
would be "manageable” 
because of the strength of the 
US economy. But ft warned 
that credit markets might not 
have priced tn the possibility 
of a further rise in interest 
rates. This might produce a 
magnified response In the 
rates investors demanded to 
buy emerging market debt. 


US president Bill Clinton 
yesterday joined forces with 
Kofi Annan, United Nations 
secretary-general, to push for 
the adoption of a sweeping 
package of institutional 
reforms at the general assem- 
bly session this autumn. 

Mr Clinton hailed Mr 
Annan’ s proposals far stream- 
lining the UN and cutting 
costs as “the most far-rea ching 
reform of the United Nations 
in its history - not to ™fcp 
the UN smaller as an end in 
itself, but to make it even 
better. 

Mr Annan urged member 
states to back his reform pack- 
age at the sftnri session of the 
general assembly, salting: 
“This is the moment to re- 
imagfana the role of the United 
Nations, giving it new life for 
the new century.” 

At the opening of its annual 
high-level political debate, Mr 
fflmtnn said Mr Annan ’s “blue- 
print is the right plan for the 
future. The United States 
strongly supports his leader- 
ship. We should pass the secre- 
tary-general’s reform agenda 
this session.” 

His remarks contrasted with 


the negative response of Con- 
gressional conser vati ves, who 
in July dismissed Mr Annan’s 
reform plan as inadequate and 
little more than “moving 
around boxes”. 

Endorsing Mr Annan, Mr 
Clinton said he made it a “pri- 
ority to work with Congress 
that would allow ns to pay off 
the bulk of oiur arrears and 
assure full finanring of Amer- 
ica’s in the years 

ahead. 

“This year, for the first time 
since I have been president, we 
have the opportunity to put 
the question of debts and Awa 
behind us for once and for all 
- and to put the United 
Nations on a sounder fmanrfai 
footing for the fixture.” 

In June, Congress agreed to 
pay 3819m of its outstanding 
dues which the UN estimates 
at $L5bn, but imposed several 
conditi ons, toelndmg a wtrtwg 
of spending and s taff cuts. 

Many of the UN’s 185 mem- 
ber st at es, Including the Euro- 
pean Union countries, oppose 
the US plan. The issue is likely 
to be one of the contentious 
items on the agenda, along 
with an increase in Security 
CouncD permanent members 
from five to a number stiB to 
be determined, but Including 
Germany and Japan. 


Radicals show strong gains in Serbian vote 


Continued from Page 1 


opposition victories in local 
elections In November. 

In another blow to Mr Milos- 
evic, bis candidate for the Ser- 
bian presidency, Zoran Lilic, 
seems certain to face a run-off 
on October 5. Mr Milosevic. 


unchallenged for 10 years, was 
barred by the constitution 
from seeking a third term as 
president He replaced Mr Lffic 
in July as {Resident of rump 
Yugoslavia, now incorporating 
Serbia and Montenegro. 

The Republican Electoral 
Commission said the turnout 


based on returns from about 
half of the polling stations, 
was 62 pex cent. It is likely 
that fewer than half the regis- 
tered electorate will vote in 
the presidential run-off mean- 
ing the vote would be declared 
invalid and the whole process 
would have to start ag a i n. 
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FT WEATHER GUIDE 


Europe today 


Low pressure over the Badic 
countries and southern Finland wffl 
produce a lot of cloud with periods 
of rain. The coast and mountains 
of north-western Norway wil start 
cloudy with some non but the run 
win decrease during the afternoon. 
Most other places in Scandkiavia 
will be fine and mainly dry. A low 
pressure system over Sfcfly and 
southern Italy wffl bring cloud and 
thunderstorms. High pressure 
stretching from the North Sea 
across to the Black Sea will keep 
the rest of Europe fine, dry and 
settled with plenty of sunshine 
after early fog. 


Five-day forecast 

The eastern Baltic and north- 
western Norway will be cloudy with 
rain. The rest of ScartcEnawla vriH 
be mainly dry. Sicily and southern 
Italy will have cloud and 
thunderstorms. The rest of Europe 
wiH be fine and settled with plenty 
of sunshine after morning fog has 
cleared. 
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ADu Dhabi 

Accra 

Algiers 

Amsterdam 

Athens 

Atlanta 

B.Atos 

ELtam 

Bangkok. 

Barcelona 


Maximum/ 
Cetous/ 
sun 37 
thunder 30 

Mr 28 
sun 19 
far 24 
tar 28 
shower 16 
far 19 

thunder 34 
fair 24 


Belgrade 

Berth 

Bermuda 

Bogota 

Bombay 


CJtagen 

Cairo 

Caracas 


fair 23 

sun 18 

tol8 
sun 18 
tar 29 
thunder 20 
thunder 32 
sun 20 
sun 18 
dowdy 15 
fair 28 
far 33 


CarrSff 

C a sabl an ca 

Chicago 

Cologne 

Dakar 

Dates 

DaW 

Dubd 

Outdo 

Dubrovnik 

Edinburgh 

Faro 


sun 19 

fair 26 
fair 14 
sun 21 
fair 31 
ifttmfer30 
fair 32 
sun 39 
fair 19 
rain 22 
fair 17 
sun 28 


Frankfurt sun 21 

Geneva fair 21 

CBbrafter to22 

Glasgow fair 18 

Hamburg tor 18 

Helsinki rakill 

Hong Kong tturxter 27 


HonoMu 

Istanbul 

Jakarta 

Jersey 


Johannesburg far 2t 


Wg wish you 3 pleasant flight. 

Lufthansa 


Karachi 

Kuwait 

L Angdes 

Las RAnas 

Urns 

Lisbon 

London 

Luxboug 

Lyon 

Madeira 


to 35 
sun 40 
sun 27 
sun 27 
fair 25 
sun 28 

fair 21 

sun 20 
to 23 
doudy 2? 


Madrid 

Majorca 

Mafia 

Manchester 

Mania 

Me&oume 

ModcoCtty 

Men* 

Mtari 

Montreal 

Moscow 

Munich 

Nairobi 

Naples 

Nassau 

New York 

Nee 

Mcosfct 

Qsto 

Pads 

Perth 

Prague 


fair 28 
S15128 
cloudy 28 
fair 18 
thunder 32 

fair 18 

thunder 24 
thunder 32 
fair 23 
shower 13 
cloudy 9 
sun 16 
fair 28 
thwder 25 
thunder 31 
fair 22 
sut 25 
sun 29 
fair 16 
sun 23 
show 20 
sun 19 


Rangoon 

Rayjqarfc 

Rio 

Rome 

S. Fraco 

Seoul 

Singapore 

StpcWldm 

Strasbourg 
Syrtoy 
Tangier 
Tel Aviv 
Tokyo 

Toronto 

Vancouver 

Venice 

Vienna 

War sa w 

W as h ington 

W e Migtc n 

Winnipeg 

Zurich 


thunder 33 
dad 13 
s how 27 
to 26 
aun 27 
fair 23 
thunder 32 
cloudy 15 
sun 21 
s how 17 
windy 28 
to 27 
shower 24 
fair 14 
sun 23 
sisi22 
■ to 19 
to W 
to 20 
shower 12 
sun 18 
- .tolfl 


THE T-F.X COLUMN 

France on the line 


Soci6t£ G6n£rale de 
Surveillance, the Swiss inspec- 
tion company, has suspended a 
senior e xe c u t i ve wfafie it inves- 
tigates allegations of corrup- 
tion ifatori tn Benazir Bhutto 
in its operations in Pakistan. 

Elisabeth Salina Amotini, 
chairman of SGS. 
launched an inquiry following 
the Pakistani government's 
request to Switzerland to Mock 
the Swiss bank acc ounts of Ms 
Bhutto, tile farmer Pakistani 
prime minis ter, and her fam- 
ily. She said SGS and Cotecna. 
an inspection company which 
is majority-owned by SGS, had 
bean named in documents cir- 
culating in Pakistan. 

Hans Fischer, a senior SGS 
executive vice-president 
responsible for the govern- 
ment c ont rac ts division, has 

stepped down. 

SGS is used by governments 
of developing countries to help 
prevent capital fli g ht, commer- 
cial fraud end evasion of cus- 
toms duties. 

Ms Bhutto is facing investi- 
gations in Pakistan and Swit- 
zerland over accusations that 
miiWniM of dollars, deposited 
at four bank accounts in 
Geneva belonging to her, her 
husband «r»d her mother, were 
earned in illegal deals. Ms 

Hhntfn tow riorriori ftp rhargp, 

Pakistani investigators have 
linked SGS and Cotecna with 
p a ym ents wwfa to individuals 
dose to the Pakistani govern- - 
ment while Ms Bhutto was 
p rfmp minister between 199 3 
and 1S66L 

Documents circulated by 
Pakista n i i nvestig at ora ipdode 
a letter apparently sent by 
Cotecna an Jane 29, 1994, to a 
Geneva address for Marlston 
Securities Inc, one of six com- 
panies registered on the Brit- 
ish Virgin faiamte which the 
Pakistani authorities suspect 
of having a covert partnership 
with Ms Bhutto. 

The letter states: “Should we 
receive, within six months 
from today, a contract from 
the government of Pakistan for 
the inspection and the price 
verification, of goods imported 
in Pakistan, we Cotecna 
Inspection SA, Geneva, will 
pay you 6% on the total 
amount invoiced and paid to 
us by the government of Pakis- 
tan for such a contract daring 
the whole duration of that con- 
tract and its renewaL" 

SGS and Cotecna had been 
given contracts in 1904, but in 
spite of payments of 
Rpsl4-138b (U$336u64m) to the 
two companies during a 21- 
month period from January 
1995, there was no substantial 
improvement in import tax 
revenues, offi c ial s say. 


Should investors view France 
Telecom as a private enter p rise or 
part of the French civil service? 
Which perspective one chooses will 
largely determine tiie success of the 
company’s share safe, launched yes- 
terday. France Telecom’s path to 
the market has been tricky, even by 
the standards of other European 
telecommunications monopolies. 
Not only did its float have to be 
cancelled because of the Socialists’ 
victory in the June election, Lionel 
Jospin's con version to share sales is 
at best reluctant Only 20 per cent 
of the stock is being floated, only 
three of 21 directors will be 
appointed by outside shareholders 
and the government is vowing that 
the share sale wifi not lead to 
full-scale privatisation. An earlier 
plan to allgw managers’ interests 
with shareholders' by granting 
them stock options has been 
squashed. AH that is on top of the 
feet that many staff remain civil 
servants. 

Not surprisingly, France Telecom 
is coming to market at a low price. 
At the midpoint of tike indicative 
price range, it will be sold at 
around 4*4 times tills year’s earn- 
ings before depredation, interest 
and tax - compared with a multiple 
of around 5 for its peers. On the 
| face of it, that seems churlish. 
France Telecom’s tariffe are feirly 
low and well-balanced, meaning 
there will not be easy packings 
when its monopoly is opened up 
head year. Its relatively low mar- 
gins also suggest it is less vulnera- 
ble to competition than other Euro- 
pean telecoms groups. But for the 
political doubts, France Telecom 
would merit a pre m ium rating. 


FTSE Eurotop 300 index: 

S73.9 (+19.0) 

PepsiCo 


Share price ratafee to the S8P Composite 

.120.“ ^ ■■■-—: r 



Bat Trican's mam weapon will be 
franchising company-owned units, 
which still make up 44 per cent of 
the total, 21 per cent at 

McDonald’s. Typically, a franchised 
outlet produces as much profit on 
far less capital employed. That 
more or less underwrites earnings 
growth of 11-13 per cent in each of 
the next three years. Thereafter, 
Tricon wiH have to prove it can win 
market share in a viciously compet- 
itive industry with fickle customers 
— snmBtWrig that h« defeated even 
the mighty McDonald’s of late. 

At around $90 in the grey market, 
the shares are trading on 1&5 time s 
estimated 1997 earning 8 , roughly 
the level of burger chain Wendys 
an«? a 20 per cent discount to 
McDonald's. Potential In ve st ors wffl 
need an appetite far risk. 


ile sentiment is to recover. Con- 
cerns about stability 

recently been supplanted by worries 
about demand. The industry has 
suffered two heavy Mows ft* col- 
lapse of Japanese growth - second 
quarter gross domestic product 
growth fell by 2.9 per cent - and the 
likely recessionary backwash frean 
the regional currency aims. With 
as much as half of aU diamond 
retail sales in Asia Pacific, tins is 
bad news. A strong dollar is not 
helping either. 

Short term, everything depends 
on robust US demand holding up 
over the Hianksgiving-Valenttie's 
Day diamond buying season. Until 
that picture becomes clearer, there 
is little incentive to buy De Been i 
shares, even after the recent carrec- j 

tion. j 


Diamonds 


Tricon Restaurants 


Tricon was thinking on its feet 
when it requested YUM as its stock 
exchange symbol. Whether it win 
be a yummy investment when 
PepsiCo spins it off in two weeks is 
another matter. - 
As the poor cousin to PepsiCo’s 
drinks «n4 tracks businesses, Tri- 
con has the makings of a classic 
turnaro und its brands — Pisa But. 
KFC and Taco Befl - are looking 
sli ghtly tarnished, same-stare sales 
1 are grow i ng at a muted 1-2 per cent 
and the recent record is erratic. Tri- 
con is also starting fife loaded with 
$4£hn debt, against an estimated 
$4J>bn market ca pitalisation Ini- 
tially, therefore, profits growt h will 
come from deleveraging and cost 
cutting, with only limited additions 
to its 29,000 restaurants. 


Russia seems ready to rqjotin tire 
diamond carteL It is difficult to 
know whether Russia or De Beers, 
the company that dominates the 
world market, gave ground - possi- 
bly both. But the industry will be 
relieved that the most disruptive 
force in the market in recent years 
is re-entering the fold, although 
there will be justifiable scepticism 
about whether Russia plans to 
abide by any agreement. For De 
Beers, this is a risk worth taking 
For credibility, it needed an agree- 
ment; with no non-De Beers mem- 
bers in the cartel, it is more diffi- 
cult to pretend that what b good for 
De Beers is good for the industry. 
And having someone else share the 
industry’s $200m annual marketing 
bill will not go amiss. . 

Alas, the diamond market will 
need much more good news if frag- 


Inntrepreneur 
Has Nomura been sipping a few too 
many of its own brews? At first 
blush, the Japanese investment 
bank’s decision to pay £l-2bn 
(*l.9bn) for Inntrepreneur and 
Spring Inns to form Britain's larg- 
est pub estate seems odd. True. 
Nomura has been in the sector for 
two years, with 1.750 pubs also indi- 
rectly acquired from Inntrepreneur. 
But within the next two months it 
wiH have quit that business. So 
there is no industrial logic in the 
deaL 

That said, there could still be 
wnnnetal logic. Nomura has con- i 
vfneed itself that it can cut debt 
and funding costs substantially j 
through property disposals and 
securitising the pubs. That, at any : 
rate, is the method it has pursued - I 
successfully - with the original pub 
estate. 

Moreover, though Nomura's core 
skills may not be in m ana gin g pubs, 
it will be hard to do worse than the 
pr evious owners - Grand Metropoli- 
tan and Foster's, which treated Inn- 
trepreneur like an orphan. Even so, 
to make the maths add up Nomura 
will need to succeed in negotiating 
much cheaper beer supply contracts 
for its puhs when they come up for 
renewal next year. If it does, both 
the pubs’ profits and their asset 
value will rise - providing Nomura 
with a profitable exit route. The 
joker in the pack is the outstanding 
litigation from disgruntled pub ten- 
ants, which Grand Metropolitan 
and Foster’s are no doubt delighted 
to have escaped. 


Additional Lex on Investment 
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GENESIS EMERGING 
MARKETS FUND 
LIMITED 


PRELIMINARY RESULTS 

for year to 30th June 1997 


Total net assets 


Net asset value per P ar ti ci pa tin g Share 


Earn i n gs per Participating Share 


1997 

US$ 

1996 

US$ 

Changes 

% 

595,082^68 

459321,682 

+29.6% 

22.07 

17.03 

+29.6% 

0.047- 

0.067 

-29.9% 


ADDING VALUE 


An eighth year of solid progress. Net asset value up by 341.4% from inception (6 July 1998) 
compared to an in c r ease: of 83.8% for the Morgan Stanley Capital International World Index, 
and 45.0% for die IPC Emerging Markets Global Composite 


WITH LOW RISK 


Extensive dive r si fic a t ion, with 134 securities held in '38 countries, has demonstrated its value : 
volatile markets, controlling fluctuations in asset value. 


OUTLOOK 


1997 was a surprisingly good year, helped by the Fund’s low exposure to South East Asia. While 
the backdrop for equities generally is becoming more uncertain, the Directors believe that the 
rate of changewithin developing countries suggests that new avenues for investment should 
open steadily. There is therefore likely to be no shortage of opport unities incoming years, 


Tbe W h>efilwf«»c—Mi, w Ja t rt W . l iii pw ft WMMr ) , M<MBM M ^ T . 


’■« pdde so (hs fauna. 


GENESIS 


INVESTMENT MANAGEMENT UNITED 
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FINANCIAL TIMES 


Descend from Canary Wharf and 
experience a real 


COMPANIES & MARKETS 


Peak. 
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Week 39 


10 times a day Sw issair takes you 
from Heathrow to the Alps. For a 
breathtaking view from above. And 
a breathtaking Mice from b el ow, 
mbm ~ worlds meat* rrf mj bi n p drfino. 


INSIDE 


Government pushes for better terms in agreement to extend operating licence 
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Chief price changes yesterday 
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UK’s tough 
line surprises 
Eurotunnel 


By Charts Gresser in London 
and Andrew Jack In Paris 

Eurotunnel yesterday 
expressed surprise that the UK 
government was taking a 
tougher line on a deal to 
extend its operating licence to 
2086. 

Patrick Ponsolle, co-chair- 
man. said July's provisional 
agreement to extend the 
licence by 34 years, was "fairly 
non-con ten tious ” and he was 
surprised to "discover this 
might not be the case". 

As part of the deal. Euro- 
tunnel had provisionally 
agreed to pay 25 per cent of 
after-tax profits to the UK and 
French governments during 
the extended concession period 
and committed itself to 
increasing freight traffic 
through the tunneL 
The prospect of a final agree- 
ment was an important factor 
in persuading Eurotunnel's 
shareholders to back a plan to 
restructure the company’s 
£8.5bn ($13.7bn) debt. But it 
emerged over the weekend 
that the UK government was 
pushing for an improvement in 
the terms. 

Nomura 
pays $1.9bn 
for UK 
pub groups 

By John WBman, 

Consumer Industries Editor 

Nomura, the Japanese 
investment bank, yesterday 
became the largest pub land- 
lord in the UK, with the acqui- 
sition of two chains jointly 
owned by Foster’s, the Austra- 
lian brewing group, and 
Grand Metropolitan of the UK. 

The bank is paying £U2bn 
($1.9bn) to acquire Inntrepre- 
neurPnb Company and Spring 
Inns in a deal which releases 
the owners from all obliga- 
tions and allows both to make 
a dean exit from the British 
pub market Fur Foster's, It 
brings close to an end its 
foray into the UK which began 
in 1986 with the acquisition of 
Courage, the brewers. 

Added to the 1,130 pubs in 
the Phoenix Inns chain 
already owned by Nomura, the 
Japanese hank wm have more 
than 5,400, pubs - around 9 
per cent of the total 
“These acquisitions will pro- 
vide a firm base from which to 
create further value and 
develop a highly successful 
business,” said Janies Turner 
of Grand Pub Company, the 
company set up by Nomura to 
run its pub interests. 

The deal will leave Grand- 
Met and Foster’s with around 
£425m after repayment of 
debt, of which GrandMet’s 
share will be about 2195m. 
This gives rise to an excep- 
tional loss of £54m, of which 
237m is In respect of goodwill 
already written off. 

The sale will be completed 
on March 28, when the c ur ren t 
arrangement ends requiring 
both Inutrepreneur and 
Spaing to buy their beer from 
Scottish Courage, the subsid- 
iary of Scottish and Newcastle 
which acquired Courage in 

1995. The two companies 
expect to negotiate much big- 
ger discounts from the brew- 
ers once they can shop around 
tor beer at the mid of March. 

Until then, most directors 
will come from Grand Pub 
Company which will manage 
the two chains. A deposit of 
2120m has been paid on sign- 
ing the agreement 
Guy Hands, head of Princi- 
pal Finance at Nomura, says 
he expects to bold the chains 
for around three years. At 
that stage, they could be sec- 
uritised or floated on the 
Stock Exc h an g e- 
inutrepreneur was created 
in 1991 when GrandMet 
merged its pub interests with 
those of Foster's Courage 
group in response to limits 
imposed by the UK govern- 
ment. an the number of pubs 
national brewers could own. 
Spring Tuns was created in 

1996. whim Inutrepreneur 
span off 1,400 pubs pending 
sale to a third party. 
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Mr Ponsolle conceded there 
might be “adjustments" to the 
provisional agreement with 
the UK. but Insisted the end 
result would not be “substan- 
tially" different from the one 
agreed in July. He urged the 
UK government to take a more 
“realistic" view of Euro- 
tunnel’s ability to guarantee 
an increase in freight traffic. 

The final deal should be con- 
cluded by November, he added. 

B anks indicated yesterday 
that difficulties between Euro- 
tunnel and the UK and French 
governments in negotiating 
the licence extension would do 
little to affect their view on 
approving the group's debt 
restructuring. 

Banks holding more than 50 
per cent of Eurotunnel debt 
had already approved the debt 
restructuring package. 

But analysts are concerned 
the company might come 
under pressure from the UK 
government to reduce its rail 
freight rates, which would be 
more damaging to the compa- 
ny’s cashflow than a failure to 
extend the concession. 

Meanwhile, Eurotunnel yes- 
terday pledged It would 
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Patrick Ponsolle (left) was surprised at the government's tough line on its licence nan Brands car 


“deliver financially” by sug- 
gesting it could exceed operat- 
ing profit forecasts contained 
in the company's most recent 
restructuring document. Net 
losses for the half-year were 
£323m Goss of £3 72m), after 
financial charges of £305m. 

If the restructuring had been 
in place, the charges for the 
first half would have been 
reduced by ElOSm. 


Operating profits before 
interest were £7m, compared 
with a loss last year of £29m. 

The news did little to 
impress the City. One analyst 
said: “They’ve poured £13 bn of 
capital into Eurotunnel, so it’s 
hardly a wonderful turning 
point that they're showing an 
operating profit ** 

The company, however, said 
it would meet its aim of cor- 


nering 50 per cent of the tour- 
ist market and 45 per cent of 
the freight market, and was on 
target to cany 6.7m Eurostar 
passengers in 1997. 

But it warned that the pric- 
ing environment would remain 
unstable until a decision was 
reached cm whether to allow 
P&O and Stem Line to merge 
their cross-channel ferry 
operations. 


Seagram, Viacom end cable feud 


By Christopher Park os 
in Los Angeles 

A see-saw legal tussle over the 
, second most popular US cable 
channel ended yesterday with 
a deal. which gave Universal 
Studios full control of USA 
Networks, and provided Via- 
com with SL7bn to help cut Its 
debt 

The cash settlement which 
ends all litigation between the 
former partners, will set back 
Viacom’s hopes of challenging 
Time Warner’s dominance in 
the supply of cable channels. 

It will also establish Univer- 
sal, owned by the Seagram 
drinks group, as a force in one 
of tiie fastest-growing sectors 
in entertainment 

Seagram has agreed to pay 
Viacom $1.7bn for its 50 per 
cent stakes in USA Networks, 
which pi flimn 73m cable sub- 
scribers in the US - second 
only to Time Warner’s TNT - 
and Sci-Fi Network, with 


Universal Studios to control 
USA Networks in $1.7bn deal 


about 40m customers. 

USA Networks operates sim- 
ilar services in Europe, Latin 
America and Africa." 

Although Viacom owns the 
successful MTV music net- 
work and has stakes in Com- 
edy Central and UPN cable 
services. Universal’s only 
interests had been its half- 
share In USA and Sci-Fi. 

The growth of international 
television markets, the deploy- 
ment of digital technology by 
satellite television services, 
and the imminent arrival ol 
digitally compressed signal 
facilities In the conventional 
cable industry, has sharpened 
demand for pre-packaged pro- 
gramming channels. 

Universal last month 
announced the creation of a 
new division, Universal Stu- 


dios Networks, Intended to 
create and invest in interna- 
tional networks. It is led by 
Tony Garland, a former MTV 
executive. 

Yesterday’s agreement will 
free the studio from the legal 
shackles which prevented it 
and Viacom from establishing 
networks in tbe US which 
would compete with USA. 

Although Viacom is pre- 
occupied with resolving the 
troubles afflicting its interna- 
tional Blockbuster video 
rental chain. Universal's activ- 
ities have focused on estab- 
lishing itself as a global 
brand. 

It has one of the richest film 
and television libraries In the 
world, with thousands of 
hours of programmes which 
have proved their durability 


and longevity in the re-run 
cycle which characterises 
much of US cable television. 

Some channels are devoted 
to re-runs of aged situation 
comedies and black and white 
"classic” films. There are now 
no legal obstacles p revent in g 
Universal from Joining in. 

Its international plans, 
which include the 13th Street 
channel, an “action and sus- 
pense product” designed for 
France, Spain and Germany, 
will draw heavily on its action 
library. 

Universal also alms to rein- 
force its appeal with locally 
produced programmes. And 
the Scf-Fi Channel is seen as a 
strong candidate for overseas 

distribution. 

Yesterday’s settlement 
ended more than a year of 
legal feuding and followed a 
Judge's ruling that unless an 
agreement was reached this 
month, he would impose one 
to dissolve the partnership. 


Copper 
microchips 
a boost for 
IBM stock 


By Louisa Ketwe and Nick 
Denton hi San Francisco 

International Business 
Machines said yesterday it had 
achieved a breakthrough in 
the manufacture of computer 
chips by using copper, instead 
of aluminium, for the metallic 
circuitry Unking transistors on 
a semiconductor. 

IBM said the technology 
would enable it to ahririir elec- 
tronic circuitry and fit more 
computer logic on to a chip. 

The company’s shares 
jumped more than 5 per cent 
on the news and in early trad- 
ing yesterday in New York 
gained $5% to $104%. 

IBM is the first chipmaker to 
develop a commercial manu- 
facturing process using copper. 
Copper has long been known 
to be a better conductor of 
electricity than aluminium. 

However, early in the devel- 
opment of semiconductor chips 
it was found that copper 
tended to lea ch into the sur- 
rounding Silicon, making it dif- 
ficult to use. The industry 
switched to aluminium. 

Now, with the dimensions of 
the microminiature circuit pat- 
terns on semiconductor chips 
becoming ever smaller, the 
industry is reaching the limits 
of aluminium’s conductivity. 

“Al uminium was becoming a 
real wall and hr aflking through, 
this [wall] allows us to really 
push performance,” said John 
Kelly, vice-president of tech- 
nology in IBM’s Microelectron- 
ics Group. 

IBM Microelectronics plans 
to introduce the first products 
using tbe copper technology 
later this year. These will be a 
new generation of “application, 
specific logic chips”, a chip 
designed for one specific use. 

Other chipmakers have been 
researching the use of copper. 
Sematecb, the US semiconduc- 
tor research consortium, 
announced this year that it 
had produced laboratory sam- 
ples of chips using copper. 

Moat US chipmakers are not 
rushing to adopt the technol- 
ogy. Intel, for example, hopes 
to be able to postpone the use 
of copper until the early 2000s. 
“Copper is more difficult to 
use because it must be insu- 
lated from the silicon,” Intel 
explained. That leads to a 
more complex manufacturing 
process. 

“We all know that we are 
going to have to switch to cop- 
per ultimately, but we will not 
switch until we have to.” 
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Debt-hit Kia seeks 
court protection 
to avert break-up 


By John Burton In Seoul 

The main units of the troubled 
Kia motor group yesterday 
filed for special court protec- 
tion in a last-ditch attempt to 
prevent South Korea’s eighth 
largest conglomerate being dis- 
mantled and its management 
ousted by bank creditors. 

The move comes a week 
before the expiration of a two- 
month grace period on pay- 
ments, which could result in 
the group's collapse under 
debts of WonlO^OObn (£LL3hn). 

It also follows the collapse of 
three other conglomerates this 
year: Jinro, South Korea's larg- 
est Manor group, went bank- 
rupt with debts of nearly $3hn 
earlier thfr month, while the 
Sammi and Hanbo groups filed 
for receivership at the begin- 
ning of the year. 

At the weekend. Kin's credi- 
tor basks tentatively agreed to 
rescue Kia's car division while 
allowing the rest of the group's 
affiliates to go bankrupt or be 
sold. The banks are also seek- 
ing the resignation of Kim 
Sun-hong, Kia chairman, for 
allegedly poor management. 

Kia sought to block tbe pro- 
posed bank action by asking 
lor court mediation, which 
would freeze all debt payments 
and allow the company to 
retain management control 

The units seeking court pro- 
tection include Kia Motors. 
Korea's third-biggest car com- 
pany,- along with Asia Motors, 
its commercial vehicle unit, 
and Kia SteeL . 

It also filed for court receiv- 
ership of Kisan, its construc- 
tion unit Large debts accumu- 
lated by Kisan and Kia Steel 
were mainly responsible far 
the group’s financial woes. Kia 
Y 


denied reports that it was 
seeking court receivership for 
its precision machinery and 
car sales units. 

The fight between manage- 
ment and the banks over Kia's 
assets has grown acrimonious 
and the group’s attempt now 
to gain special court protection 
could represent a new stumb- 
ling block to the smooth reso- 
lution of the conglomerate's 
financial crisis. 

The Seoul bourse fell by 1.7 
per cent yesterday to 668.45 
points in response to Kia’s 
action, which raised worries 
that the group was close to 
collapse. 

The hanks said they would 
be willing to bail out Kia 
Motors because it bad a good 
chance of survival, hut the 
future of other units was more 
questionable because of Kia's 
financial troubles. 

Daewoo has suggested it 
would be willing to take over 
Asia Motors in an effort to 
expand its truck operations. 

Daewoo and Hyundai have 
already announced that they 
are prepared to own and man- 
age Kia Steel jointly, because 
it is a main supplier of special- 
ity steel to the Korean car 
Industry. 

In July, the banks gave Kia 
a two-month grace period on 
debt repayments to give it 
time to produce a restructur- 
ing plan and raise capital 
through asset sales. 

But Kia’s reorganisation 
efforts have been criticised by 
the bflnkn as inadequate. 

Kia has resisted bank 
demands that it sell some of its 
subsidiaries, including Asia 
Motors, which it wanted 
instead to be merged with Kia 
Motors. 

s 
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FIDELITY FUNDS 

Soti&£ d'lnvestissement & Capital Variable 
KansalUs House, Place de lTtoOe, 

B.P. 2174, L-1021 Luxembourg 
RC Luxembourg B 34036 

NOTICE OF ANNUAL GENERAL MEETING 

Notice is hereby given thni the Annual General Meeting of Storctoolden; of Fidelity Funds ("the Fand“ ) will 
be held at the registered office of die Fund in Ijiicnibcwg on Thursday 2nd October 1997 at moo to Canada- 
the following agenda: 

1. Prcsatfation of the Repair of the Board or Directors 

2. Presentation of the Report of tbe Auditors 

3. Approval of the balance sheet and income statenwtu for (be financial year ended 30th April 1997 

4. Discharge lo tbe Board of Directors 

3. Election of nine l9) Directors, specifically die re-election of die following eight (8) present Directors: 
Mesas. Edward C. Johnson 3d. Barry R. J. Bateman, Charles T, M. Coflis. Sir Cbadea A Fraser, Jean 
Hamflins. Glen R. Moreno. David J. Sard and Hehnert Frans van den Hover, and tbe election of one (1) 
additional Director Fidelity Investments Luxembourg S. A 

6. Approval of tbe payment of duectors' fees for the period ended 30th April 1997 

7. Election of the Auditors, specifically the election of Coopere & Lybrand SXE Luxembourg 

8. Approval of the payment of dividends for the year ended 30th April 1997 and authorisation to the Board 
of Directors to declare farther dividends in respect of the financial year ended 30th April 1997 if necessary 
to enable the Fund to qualify for 'distributor status' under United Kingdom and Irish tax laws 

9. Consideration of such other business as may properly come before the meeting. 

Subject to the limitations imposed by the Articles of Incorporation of tire Fund with regard to ownership of 
shares by US persons or of shares which constitute in the aggregate more dan three percent 13%) of (he 
outstanding stores, each share is entitled to one vote. A shareholder may attend and vote at the meeting or 
may appoint a proxy to attend and vole. Such proxy need not be a shareholder of the Food. 

Holders of Registered Shares may vote by proxy by returning to the registered office of the Hand the form of 
registered shareholder proxy sent to them. 

Holders of Bearer Shares Who wish to attend the Annual General Meeting or vote at tbe Meeting by proxy 
should contact the Fund, or one of the following institutions : 

in Luxembourg 

Fidelity Investments Luxembourg S.A. Bankas Trust Luxembourg S.A. 

Kansafiis House 14, bd. ED. Roosevelt 

Place de rEtoile, BJ*. 2174 L2450 LUXEMBOURG 

L- 1021 LUXEMBOURG 


Bankas Trust Luxembourg & A 
14, bd. ED. Roosevelt 
L-2450 LUXEMBOURG 

in Norway 
Oslo Finans As 
P.O. Box 1543 Vika 
N-01T7 OSLO 


in the United Kingdom in NomJy 

Fidelity Investments International Oslo Finans As 

Oakfaiil Horae P.O. Box 1543 Vika 

DO Tonbridge Road N-0117 OSLO 

HOdenboroogfa 
KENTTN II 9DZ 

in inland in Sweden 

Bradwell Limited Svoiska Handels banken 

41-45 Sl Stephen's Green BLtsicbolmstorg. 12 

DUBLIN 2 10670 STOCKHOLM 

To be valid, proxies must reach the registered office of the Fund on the 29th September. 1997 at 12.00 
(Luxembourg time Ji at the latest. 

Dated: 16th My 1997 

By Outer of the Board of Direcnxs 



Notice to the Bondholders of 

THE MITSUI TRUST & BANKING CO. LTD. 

(Incorporated tn Japan J 

THE MITSUI TRUST AND BANKING COMPANY, LIMITED 

(the “Bank”) 

U£.$100, 000,000 

2 Vi per cent Convertible Bonds Due 2001 

Pursuant to Gause 7(E) of the Trust Deed dated 30th September, 1986 (the “Trust Deed”) relating 
to the above-captioned Bonds (the “Bonds'!, notice is hereby given as follows: 

In accordance with the resolutions of tbe Board of Directors of tbe Bank adopted at its meeting 
held oa 2nd September and 4th September, 1997, the Bank issued JPY 100,000,000.000 0-5 per cent. 
Suboidinated Convertible Bonds due 2007 convertible into shares of common stock of the Bank (tbe 
“Shares:”) at the initial conversion price of JPY64I per Shore which is less than tbe current market 
price per Share las defined In the Trust Deed) onZ2nd September. 1997 (the date of issue of such 
Subordinated Convertible Bonds) of JPY 728X1 per Share. 

As a result of the above issue, the Conversion Price (as defined in the Trust Deed) of the Bonds 
has been adjusted, effective as of 23rd September 1997, Tokyo time, as set forth below pursuant to 
Condition 5 tCl (iv) of the Bonds: 

Conversion Price tefore adjustment JPY 1,811 
Conversion Price after adjustment: JPY 1,786 

Tbe Mitsui Trust and Banking Company, Limited 

Dated: 23rd September, 1997 


Appear In the Financial Times 
on Tuesdays, Fridays and Saturdays. 

For further information or to advertise in this section 
please contact 

Marlon Wedderbum on +44 0171 873 4874 
or Melanie Miles on +44 0171 873 3349 


COMPANIES AND FINANCE: EUROPE 


France Telecom price range fixed 


By Samer Iskander in Pans 

The French government 
yesterday set a price range 
of FFri7o-FFri90 a share for 
its sale of 21.1 per cent of 
France Telecom, the state 
monopoly, valuing the offer 
at FFr35.9bn«FFr40.lbn 
(S6bn-$6.7bn). 

The launch of the offering, 
the country's largest to date, 
marked the start of a 100-day 
countdown to the liberalisa- 
tion of the telecoms market 
in France. 

The company expects the 
sale to attract a large num- 
ber of retail investors, with 
7.5 per cent of the company, 
or 75m shares, allocated to 
French individuals. 

Michel . Bon, chairman, 
said polls had shown that 
more than 2m people were 
considering Investing in 
France Telecom, with about 
500.000 having already made 
a firm decision. 

“Every French person 
knows ns.” he said. “Every 


Shippers 

agree 

$100m 

merger 

Frontline, the Norwegian 
shipping group, and UK- 
based London & Overseas 
Freighters yesterday agreed 
to merge in a deal worth at 
least $100m, Reuters reports 
from London. 

The two companies said 
Frontline was expected to 
offer SL51 a share in cash 
for a minimum of 50.1 per 
cent and a maximum of 90 
per cent of L&O ordinary 
shares. 

If the offer is successful, 
shareholders of both compa- 
nies would vote cm a pro- 
posal for an amalgamation. 

Frontline will take a 
majority position on the i 
L&O board, they added. ' 

L&O, a London- and Nas- 
daq-listed tanker operator, | 
is registered in Bermuda. 

John Fredriksen, Front- 
line chairman and chief 1 
executive, said: “Our combi- 
nation with L&O will enable 
Frontline to gain access to 
the US capital markets.” 

Separately, Frontline is 
engaged in a hostile 
SKr3.12bn (9410m) hostile 
takeover bid for ICB, the 
Swedish tanker group. 

By acquiring L&O and 
pursuing ICB, it hopes to 
emerge as a dominant force 
in the fragmented tanker 
market, where there are 
more than 30 international 
companies competing for 
charter contracts. 

“This friendly combina- 
tion will help confirm our 
position as a leading pub- 
licly traded ship owner and 
operator,*’ Mr Fredriksen 
said. 

L&O initiated moves to 
enhance shareholder value 
in February which were 
widely expected to end in 
the sale of the company. 
Miles Kolukundis, chief 
executive, said yesterday 
the merger was the culmina- 
tion of those efforts. 

“We are pleased that the 
two-step structure presents 
shareholders the choice of 
securing substantially all 
cash for their shareholdings 
as an alternative to retain- 
ing their equity investment 
in L&O,” Kulukandis said. 

L&0 operates three Suez- 
max and three Pan am ax 
tankers principally saving 
US and European markets. 

Frontline operates a 
mainly modern fleet of 2A 
vessels including nine oil/ 
bulk/ore carriers, five very 
large crude carriers (VLCCs) 
and five Suezmax tankers. 

The Norwegian company 
also has three Suezmax 
tankers on order and 
options to order another 
four VLCCs. 



Michel Bom investors would get a toll year’s div idend for 1997 


French person uses our ser- 
vices almost every day.” 

“In this price range, tbe 
shares look attractive,” said 
an analyst at a French bank 
in London. 

Incentives to. retail inves- 
tors include discounts and 
bonus shares, as well as the 
chance to order booking 


forms by toll-free telephone, 
24 hours a day. Small inves- 
tors will benefit from a dis- 
count of FFr5 a share and 
wffi be offered one free share 
for every 10 held for more 
than 18 months. 

A two- week booking 
period starts today, with 
final pricing to take place on 


October 6, when just over 
half of the shares will be 
offered to French and inter- 
national institutional inves- 
tors at a fixed price. This 
could be scaled down to sat- 
isfy retail demand. 

A total of 2J. per cent of 
the company is reserved far 
onployees of France Tele- 


com and its subsidiaries. 
w ho will be offer® 1 dis- 
counts rf up to 20 per cent 
on the fixed price, as 
well as loans at favourable 
conditions to finance pur- 
chases. 

prance Telecom saw yes- 
terday It planned to pay 
between 40 and 50 per cent 
of net profits in dividends In 
June 1998 - or between 
FPTS^bn and FFr?.5ba on 
expected profits of roughly 
FFrl5bn- Mr Bon said inves- 
tors would get a “toll year's 
dividend” for 1997 although 
they will have held the 
shares only a few months. 

Banque Rationale de Paris 
and Paribas are joint global 
coordinators. They will be 
conducting roadshows in tbe 
main financial centres, 
before trading in the shares 
starts on October 20. 

A listing on the New 
York Stock Ex chang e is 
planned. 

Lex, Page u 


Telecom Italia secures partners 


By James BBtz in Rome and 
Vincent Boland in London 

The Italian treasury last 
night remained confident 
that next month's sale of 
Telecom Italia would pro- 
ceed smoothly afts- securing 
strategic partners far 10 per 
cent of the company. This is 
in spite of its hopes to sell 
up to 15 per cent in the larg- 
est private placement under- 
taken in Italy. 

As the deadline closed for 
binding bids from corpora- 
tions and institutions wish- 
ing to participate in the 
share offer, it emerged that 
Endesa, the Spanish electric- 
ity utility, and Bouygues, 


the French industrial group, 
had both declined to buy 
stakes. 

However, IQ, the holding 
company run by Agnelli 
family , co nfir med it would 
take a 0.6 per cent stake. 

, “It is our intention to 
increase that stake In the 
future if oar association 
with the company goes 
well.” said Umberto Agnelli. 
HE president. 

The treasury had said zt 
wanted to sell 10-15 per cent 
of Telecom Italia to a core 
group of shareholders ahead 
of the flotation of the rest of 
its 45 per cent stake next 

month . 

But market sources 


Peugeot beats 
expectations 
in first half 


By David Owen In Paris . 

PeugeotCitrofiaj, theVFremdi 
car group, yesterday marked 
the impending departure of 
Jacques Cal vet, its long-serv- 
ing chairman, by unveiling 
better-than-expected half- 
yearly results. 

The company reported 
first-half net Income of 
FFr564m <$95m), down 6.3 
per cent from FFr602m last 
time. The group was hit by 
the depressed state of its 
domestic market but buoyed 
by beneficial currency fluc- 
tuations and strong sales 
outside Europe. “It is only 
France that isn’t going 
well," it said: 

Yesterday's figures will be 
the last released under the 
stewardship of Mr Calvet a 
European motor industry 
institution, who turned 66 
last week. He is to step down 
at the end of this month. 

He will be replaced by 
Jean-Martin Folz, a manager 
whose career has included 
spells with French industrial 
groups such as Rirfrae-Poul- 
enc and Pechiney. He waa 
appointed to Peugeot-Ci- 
troSn’s tour-member direc- 
toire earlier this year. 

Yesterday's figures came 
less than two weeks after its 
rival Renault surprised with 
a strikingly improved first- 
half performance, with net 
profits climbing to 
FFrLffftm, a more than ten- 
fold increase cm the FFrl58m 
a year ago. 

Analysts were by compari- 
son only mildly impressed 
with Peugeot-Ci train’s per- 
formance. “Here we are, four 
years into the European 
recovery, and we are still 
talking operating margins of 



Jacques Calvet figures are 
the last to be released under 
his stewardship 

only 1 per emt,” said Keith 
Hayes, a London-based 
motor industry analyst with 
Goldman Sacha. 

Peugeot-Citrodn acknowl- 
edged that its operating prof- 
its, which fell 28 per cent 
from FFrlMbn to FFr963m. 
were “most inadequate”. 
However, it pointed out that 
this was a better perfor- 
mance than the operating 
margin of just 0.4 per cent 
achieved in the second half 
of 1996. 

The company said the 
increase in production costs 
had been held to 5 per cent 
compared with, year-earlier 
levels, in spite of extensive 
improvements in its model 
range. K. said staff costs were 
up 3-6 per cent on a year ago. 

The first-half results were 
achieved on turnover ahead 
more than 6 per cent, from 
FFr89.04bn to FFr94.64bn. 
This represented sales of 
1.09m vehicles - an advance 
of 7 per cent on the corre- 
sponding period of 1996. 


Electrabel disappoints 



By Nell Buddey in Brussels 

Electrabel, the electricity 
and mixed utility which is 
Belgium's biggest company 
by market capitalisation, 
yesterday blamed regulatory 
price cuts and special taxes 
for a disappointing 1.4 per 
cent increase in first-half 
profits, from BFrl7.65bn to 
BFrl730bn (5490m). 

However, profits including 
extraordinary items rose 1L2 
per cent, from BFrl8.10bn to 
BFr20.13bn. A BFr2.23bn 
one-off gain this time 
resulted largely from the 
sale of Electrabel's shares in 
Powerfln, the international 
utility being merged with its 
main shareholder, the engi- 
neering group TraetebeL 

Tractebel remains the larg- 
est shareholder in Electra- 
bei, with a 39 per cent direct 
stake after the Powerful 
merger. 


The merger of Tractebel's 
ultimate parent, France's 
Compagnie Sues, with Lyon- 
naise des Eaux, Its fellow 
French utility, led to fears of 
a conflict of interest, and 
speculation that Tractebel 
might merge with Electrabel 
to create a super-utility in 
which the French holding 
was diluted. The idea was 
backed by Jean-Luc 
Dehaene, Belgian prime 
minister. 

But observers suggest 
there are no plans for such a 
merger. They say the 
enlargement of Tractebel 
through its link with Power- 
fin has already diluted 
Flench influence and left it 
able to defend its autonomy. 

Electrabel said yesterday 
that turnover increased 2 per 
cent, from BFrii8.3bn to 
BFrll5.5bn, partly reflec ting 
electricity price cuts worth 
BFrl.3bn imposed by Bel- 


gium’s Electricity and Gas 
Monitoring C ommit tee from 
April last year, and further 
cuts worth BFrlJibn from 
January this year. 

It said it had managed to 
absorb the price cuts 
through productivity gains. 
These had also helped fond 
an extraordinary one-off tax 
charge of BFrl^bn this year 
associated with the govern- 
ment’s efforts to qualify tor 
European monetary union. . 

Electricity sales rose 2-8 
per cent, with supplies for 
public distribution - sold 
mainly to Belgium's network 
of municipal distribution 
companies - down 0.8 per 
cent, but sales to heavy 
industry up 7.2 per cent, 
reflecting a recovery to 
indus trial activity. 

Natural gas sales fall 8-2 
per cent, owing mainly , to 
unusually warm first-half 
weather. 


suggested last night that 
buyers had emerged for, at 
most, 10 per cent. This 
means tbe domestic and 
international share offerings 
for tbe remainder of Telecom 
Haifa, already estimated to 
be worth $5bn each, will 
probably have to be 
increased. 

The treasury will today 
reveal d e tails of the final 
aim* of the strategic offer and 
the number of companies 
involved. 

However confirmation of 
who has bought stakes - and 
the composition of the new 
Telecom Italia board - wifi 
not came until next month. 

Carlo Azegiio Ciampi, trea- 


sury minister, insisted the 
sale would be successful “I 
am confident it will go posi- 
tively because it is a privati- 
sation. of enormous impor- 
tance and of a company 
which has received the 
respect from the market that 
it deserves to recent 
months.” 

Potential partners have 
been put off by Telecom Ital- 
ia’s soaring share price, 
which has risen sharply 
since the search far partners 
began to July. Yesterday the 
shares closed up L509 at 
Lil.781. The size of the flota- 
tion means that a 1 per cent 
stake would cost about 
L600bn (S347tn). 


EUROPEAN NEWS DIGEST 


SGS ahead but 
warns on year 

Sod6te G6nerale de Surveillance, the world's leading 
testing and inspection company far international trade, 
yesterday reported a 5.9 per cent increase in first-half net 
profits, to SFrll7.6m <$80.7m). However, it warned that 
fufi-year profits would be lower than the 1996 
result. 

It said the full impact of its loss of contracts to Indon- 
esia and Pakistan - two of Its most important preship- 
ment areas - would be felt during tbe second halt The 
warning came as the company suspended a senior execu- 
tive pending an internal in quiry into its alleged involve- 
ment in cor r upti on scandals in P akis tan. This follows the 
r wiinpHarirm to. 'March by the Pakistan g o v er n ment of a 
preshipment inspection contract with SGS. which was 
due to expire to January 1999. The group has been farced 
to cut 13W jobs in 20 countries and has taken a SFrl5-5m 
restructuring charge to cover the lost contracts. 

First-half revenues rose 17.7 per cent to SFrL65bn. 
while operating profits climbed 3 J per cent to SFrX4L4m. 
Operattog margins fall from 9.7 per cent to 8.6 per cent 
Expressed in local currencies, revenues rose 6 per cent, 
but after stripping ant acquisitions organic growth was 
3.2 per cent Internal revenue growth at the core inspect- 
ing and testing business rose 3-4 per cent, with operating 
profits rising at the same rate to SFrl35.3m. 

William HaU, Zurich 

■ PHARMACEUTICALS 

Nycomed tax demand to be cat 

Tax authorities are planning to reduce their rfa™ against 
Nycomed, the Norwegian pharmaceuticals group set to 
merge with Amersham, of the UK, to a £2bn ($3_2bn) deal, 
the company said yesterday. The group had faced a claim 
of up to NKx23Qm relating to the taxation of the shipping 
interests of Hafckmd Nycomed, from which it demerged 
to May 1996. 

The authorities’ reassessment of the tax treatment 
would Hunt the potential liability to about NKr40m. of 
which Hafslund would be liable far 20 per cent, according 
to Nycomed. The Norwegian group has made no provision 
against the disputed sum, but said yesterday ft r emained 
co nfide nt of its “very strong case”. 

“After further evaluation of this matter, the tax author- 
ities have notified Nycomed that they intend to a 
reassessment regarding the tax treatment, but with a 
more limited content than previously indicated,” 

Nycomed said. 

Nycomed also warned that pricing pressures to its con- 
trast media business, which weighed on its profits and 
share price last year, had resumed after a brief period of 
stability. Pharmaceuticals analysts said the return of 


Petiti on from international rivals and the greater buying 
power of group purchasing organisations. 

Andrew Edgecifffe-Johnson 

■ EASY JET 

Founder speaks on KLM case 

SteKos Haji-loannoo, the founder of the UK-based cut- 
price airitoeEasyjet, said yesterday that the carrier's case 
against KLM, of the Netherlands, for alleged unfair prac- 
tices was about the future of Europe's liberalised air 


Speaking after a dosed hearing in Brussels into allega- 
tions that KLM tried to price Easyjet out of the market on 
the London-Amsterdam route, Mr ffaji-loannou said other 
“no-MUs” airlines had been farced out of business before 


against dominant competitors. 

Commission officials raided SIM’s Amsterdam offices 
in February after complaints from Easyjet It is investiga- 


tion. Mr Haji-Toannon is hoping that the Commission will 
impose interim measures in two weeks, which would 
farce KLM to reinstate its original ticket price on London- 
Amsterdam routes. 

A final decision, which could result to substantial fines 
for KLM, is not due for six months. 

Emma Tucker, Brussels 

Comments and press releases abottifntematumrt 
companies caoerage can be sent by email to ■ 

| iniemarionaLmmpmnes^.com 
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COMPANIES AND FINANCES EUROPE 

Endesa builds Latin America presence 

Expansion drive is a principal selling point in the Spanish utility' s forthcoming privatisation 
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* Estimate 

Figures da not include' U:o- impact of Endesa's recent Coiomb-jn ac^uisikon 
Source: Santander Investment 


I t Seems as though not a 
month goes by without 
Endesa, the integrated 
Spanish electric utility, mak- 
ing a big acquisition in 
South America. 

Cn August, the company 
paid $L3bn for a 26 per cent 
stake in Enersis. a Chilean 
electric conglomerate, and 
last week it led a consortium 
in a S2.l8bn acquisition of 
Colombia's two main elec- 
tricity companies. It is too 
early to say what Endesa 
might do in October, but it 
has been mentioned as a pos- 
sible suitor for SSo Paulo's 
$2 bn distribution company 
which the Brazilian govern- 
ment is keen to privatise. 

"Latin Americans are dif- 
ferent from the Sp anis h, but 
we come from the same 
roots,” says Rafael Miranda, 
chief executive of Endesa. 
"We understand the idiosyn- 
crasies of the countries 
there." 

Mr Miranda's ability to 
leverage this unders tandin g 
is one of the principal selling 
points that Sepi. the Spanish 
government's industrial 
holding company which 
owns 67 per cent of Endesa, 
will be putting to investors 
in the coming weeks. 

Sepi wants to sell 25-35 per 
cent of Endesa, raising 
between $5.5bn and $7.5bn 
from local and foreign inves- 
tors. in what could be 
Spain's biggest privatisation. 

The sales drive gets under 
way today with tbe lodging 
of the prospectus. Road- 
shows for international 
investors begin in the US on 
October 5 and move to 
Europe on October 1 2. 

Pedro Ferreras. president 


of Sepi. is confident that 
Endesa's rush into Latin 
America's electricity market 
will be understood by inter- 
national investors, and not 
lead to confusion in the pric- 
ing of the company’s shares. 
“Not only are we not ner- 
vous about the company's 
international activities, but 
we think it would be unfor- 
givable if they didn't proceed 
with them.” be says. 


Sepi wants to sell 
25-35 per cent of 
Endesa, raising 
$5.5bn-$7.5bn 
from local and 
foreign investors in 
what could be 
Spain's biggest 
sell-off 


Endesa wants to have 9 
per cent of its assets off- 
shore by 2001 and to derive 
11 per cent of its profits from 
their activities. So tar it has 
3 per cent of its assets 
abroad, contributing just 2 
per cent of its estimated 
Pta264.6bn ($i.77bn) pre-tax 
profits for this year. Tbe 
Chilean and Colombian 
investments have absorbed 
about half of the Pta480bn 
the company has allocated to 
foreign investments between 
now and 2001. 

As Mr Miranda explains it. 
foreign investment is the 
principle growth leg of a 


three-pronged strategy to 
maintain Endesa's leader- 
ship in the Spanish electric- 
ity sector. 

Electricity demand in 
some Latin American coun- 
tries is growing by up to 8 
per cent a year, compared 
with about 2 per cent in 
Spain and less in other Euro- 
pean countries. 

Indeed. Endesa will under- 
line its commitment to Latin 
American by transferring its 
international division there 
by the end of this year. 
“That's where the assets are. 
The executives can be close 
to the problems and the 
opportunities, " he says. 

International activities 
will, however, remain a com- 
paratively small part of End- 
esa for years to come; it 
makes its money in Spain, 
where it controls 45 per cent 
of the generation and distri- 
bution markets. 

It has built this position in 
anticipation of the Spanish 
government’s plans to liber- 
alise the domestic electricity 
market, beginning next Jan- 
uary, and in spite of the 
opposition of the electricity 
regulator, Miguel Fernandez 
Ordonez, president of the 
Commisi6n del Sistema Elec- 
trico Nacional. 

air Fernandez Ordonez is 
philosophical about his 
defeat "What is important 
in my view is to start the 
process of liberalisation," he 
says. "The decision has been 
made and we got what we 
could." 

However, he is clearly 
dissatisfied that liberalisa- 
tion will begin with two 
companies between them 
controlling up to 80 per cent 


of the market “We’ll start 
with a lot of concentration, 
and well see what happens. 
I think we are going to 
repeat the British experi- 
ence." he says, referring to 
the forced plant divestiture 
by National Power and 
PowerGen. 

Mr Miranda believes, 
however, that he can escape 
the attentions of the regula- 
tor. “We are confident that 
we will not abuse our domi- 
nant position." he says, not- 
ing that "in a liberalised 


market we will lose market 
share". 

In spite of that, Mr Mir- 
anda has taken a number of 
steps to streamline Endesa 
and make it fit for competi- 
tion. He alms to cut Endesa's 
cost base in half over the 
next 10 years, with costs to 
be cut by 24 per cent, or 
PtalOObn, between now and 
2001. “That means cutting 
jobs [5,000 from 23,800 now), 
operation and maintenance 
costs and financial costs," he 
says. 


“With Liberalisation, the 
business will change dramat- 
ically." he says. 

In generation, he says, it 
"makes sense to ran it cen- 
trally. especially for the bid- 
ding of power stations" into 
the electricity pool. This will 
enable Endesa to optimise 
its bidding strategy and to 
save on costs. 

E lectricity supply will 
be a new business for 
Endesa, which cur- 
rently groups it with distri- 
bution activities. However, 
as in the UK, the two activi- 
ties will be separated. 

In supply, Endesa will pur- 
sue a multi-utility strategy, 
offering cnstomeis a portfo- 
lio of services including elec- 
tricity. gas, water and tele- 
communications, where it is 
the main shareholder with 
Telecom Italia in Retevisidn, 
Spain’s second fixed-line 
carrier. 

Mr Miranda is well aware 
that he has to satisfy inves- 
tors as well as customers. 
The company currently dis- 
tributes 44 per cent of profits 
as dividends. 

“We will increase that to 
60 per cent,*' he says, noting 
that he is also prepared to 
"return value” to sharehold- 
ers - through special divi- 
dends or share bay-backs if 
needs be. 

"In 1988 an Endesa share 
was worth Ptal.600; on the 
same basis it’s now worth 
Pta 12,000.” he says. T think 
we have created the condi- 
tions for future growth.” 

Simon Holberton 
David White 


Casino support 
group hits at 
Promodes bid 


By Antteew Jack 
in Paris 

The battle for control of 
Casino, the French retailer, 
intensified yesterday with 
claims and counter-claims 
over the potential damage 
that the recent hostile bid 
from Promodes could cause 
to the local economy of tbe 
city in which Casino is 
based. 

A lobbying organisation 
called ASSI. the support 
association for tbe survival 
and independence of the 
Casino group, took out 
full-page advertisements in 
three French newspapers 
calling the FFr28bn ($4.7bn) 
bid by the rival retailer 
“disastrous". 

It argued that 4,000 
employees of Casino in its 
traditional headquarters in 
St Etienne, central France, 
could lose their jobs. 

ASSI also claimed that 
"hundreds” of sub-contrac- 
tors and other small busi- 
nesses would be jeopardised, 
and cultural and sports 
events supported by the 
company woe under threat 

The claims triggered a 
swift reaction from Pro- 
mod&s, which expressed 
"extreme indignation" at the 
"disinformation" in the 
statement, and warned of 
possible legal action. 

Paul-Louis Halley, chair - 
man of Promodes, which is 
based in Paris, has said 
several times since launch- 
ing the bid that he would 


not close Casino’s head- 
quarters. cut staff or damage 
the St Etienne economy. 

The latest exchange came 
as the Conseil des Marches 
Financiers, the French self- 
regulatory stock market 
authority, considered 
whether to approve a rival 
friendly takeover of Casino 
by Rallye. its largest share- 
holder with 28 per cent A 
decision is expected today 

Promodes hinted yester- 
day that ASSI bad been cre- 
ated and funded by Casino 
itself. 

It said that the associa- 
tion's advertising campaign 

- which ran in Le Figaro. 
Les Echos and the local daily 
paper La Tribune Le ProgrSs 

- cost more than FFr400.000 
and had been booked by the 
advertising agency normally 
used by Casino. 

Advisers to Promodfes also 
suggested that the rival 
friendly takeover of Casino 
by Rallye was likely to prove 
even more damaging to 
employment and the local 
St Etienne economy, arguing 
that the debt incurred by 
Rallye could total up to 
FFrl9bn, which would need 
to be rapidly financed by 
cost-cutting measures at 
Casino. 

However, Jean-Yves 
Grand, a local businessman 
who heads ASSI, yesterday 
said he "formally denied" 
the allegations, and that his 
group - officially registered 
on Monday - was not funded 
by Casino. 
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Veba seeks link 
with US group 


By Ralph Atkins in Bonn 

Veba. the Dusseldorf-based 
industrial conglomerate 
which plans a New York list- 
ing on October S. is to forge 
an alliance with a US group 
in its fledgling telecommuni- 
cations business. 

The list of possible part- 
ners to join Veba and RWE. 
the Essen-based utility, in 
ownership of o.tel.o. the new 
German telecoms group, has 
been narrowed to three US 
companies: BellSouth and 
SBC Communications, the 
regional telecoms operators, 
and GTE. the local operator. 
A deal is expected to be con- 
cluded before the end of the 
year. 

Plans for the US link-up 
highlight the increased US 
orientation of Veba. which 
said iD May that DM4bn 
($2.26bn) had been ear- 
marked for expanding its 
North American businesses 
in the next five years. 

A 22.5 per cent stake in 
o.tel.o. became available 
when Cable and Wireless, 
the UK-based telecoms 
group, withdrew from the 
Veba-RWE alliance earlier 


this year. Among the compa- 
nies originally invited to bid 
for the C&W stake were 
NTT. the Japanese operator, 
and SteL the Italian national 
carrier now incorporated in 
Telecom Italia. 

In the run-np to frill liber- 
alisation of the German tele- 
coms market next year. 
o.tel.o has been lifted by a 
deal last month which 
increased its stake in E-PIus, 
the country’s third largest 
mobile phone company, by 
30.1 per cent to 60.3 per cent. 
0-tel.o has indicated interest 
in increasing the stake fur- 
ther, and BellSouth already 
owns 22.5 per cent of E-Plus. 

Interest in the o.tel.o stake 
is likely to have been 
boosted by the unexpectedly 
tough decision by the Bonn 
government earlier this 
month on the “interconnec- 
tion" rates that Deutsche 
Telekom can charge for con- 
nections to its network. 

Although Deutsche Tele- 
kom is challenging the rul- 
ing in courts, the decision is 
likely to lead to its rivals 
upgrading their performance 
forecasts. O.tel.o plans to 
invest DM7bn by 2005. 


Hungarian TV 
buy for CME 


By Kevin Done, 

East Europe Correspondent 

Central European Media 
Enterprises (CME), tbe lead- 
ing commercial television 
operator in central and east 
Europe, has re-entered the 
battle for a share of the tele- 
vision advertising market in 
Hungaipr by acquiring a 
majority stake in TV3, a 
small private broadcaster. 

CME. which is controlled 
by Ronald Lauder, one of the 
heirs to the Estee Lauder 
cosmetics fortune, was the 
loser in a bitter public ten- 
der battle in the summer for 
two lucrative terrestrial 
national commercial televi- 
sion franchises. 

The concessions were 
awarded to rival consortia 
led by CLT-Ufa. Europe’s 
biggest broadcasting and 
entertainment group in 
which Bertelsmann of Ger- 
many’ is the largest share- 
holder, and Scandinavian 
Broadcasting System, which 
is 22.8 per cent owned by 
Walt Disney. 

MKTV, the unsuccessful 


consortium led by CME, is 
pursuing a legal action 
against ORTT, the Hungar- 
ian national radio and televi- 
sion commission, alleging 
that it “grossly violated" the 
regulations of the tender 
process. It is seeking to have 
the licence awards declared 
invalid. 

CME has raised the stakes 
by buying a controlling 
interest In TV3 only weeks 
before the rival commercial 
channels - RTL Klub (CLT- 
Ufia) and TV2 (MTM-SBS) - 
are due to begin broad- 
casting. 

TV3 is distributed over tbe 
air in Budapest and by cable 
elsewhere in Hungary, via a 
satellite relay. It is owned 
and operated by Budapest 
Communications Corpora- 
tion, in whicb CME has 
bought an 89 per cent stake 
from management, the city 
of Budapest and private 
investors. Alliance Commu- 
nications. a Canadian 
cable-TV and television pro- 
duction and distribution 
company, has maintained its 
existing 10 per cent stake. 


A/S Eksportfinans 

{Incorporated in the Kingdom of Norway with limited liability} 
USS 100,000,000 Senior/SubonSnated Notes due 2002 
Notice is hereby given that the Rata of Intaresl has been rived at 
5.6875% and that the interest payable on the relevant Interest 
Payment Date March 23. 1938 against Coupon No. 11 in res pea 
of 51,000 Nominal of the Notes will be S28.60 in respect of 
S10.000 Nominal of Ihe Notee will be S285£5 end in m«peet of 
S I 00.000 Nominal of the Notes will be SZ.B59.55. 

September 2J, (997. London ^rrlP n 


BAYERISCHE LANDESBANK MONEY AND CAPITAL MARKETS 


Credit institutions are currently the leading 
investor group in the German bond market 
They accounted for DM 117 billion, or 46 per 
cent of total bond purchases in 1996, and 
their share continues to grow. 

"DREAM CONSTELLATION" 
HAS STARTED TO CRUMBLE 

Bonds totalling more than DM 1.2 trillion, or about 
two-fifths of the total volume of bonds outstanding, 
are currently in the hands of credit institutions, 
compared to a scant DM450 billion ten years ago. 
Domestic non-banks, holding about DM 945 billion in 
bank bonds and public bonds, take second place 
after the credit institutions, which lead by a wide 
margin. Non-banks had been the No. 1 bond-market 


DM billion 



1981 1983 1985 1987 1989 1991 1993 1995- 1997 

(May) 


BOOMING EQUITY FUNOS 

With equity prices on the up and up. the inflow ol cash to retail equity funds 
continues to expand. It has grown by roughly 330 per cent since the end of 
1992 The inflow to bond funds, on the other hand, was only one-tenth of this 
amount. These funds had total assets of slightly less than DM 120 billion at 
the end of May. The performance racked up by these two types of unit trusts 
(mutual funds* also differed While the average value of equity-fund 
certificates has almost doubled since late 1992. from DM 55 to about DM 
100 . investors in bond funds had to be contented with a much more modest 
rise, from DM49 to DM56. One should remember, however, that bond funds 
“traditionally" pay higher distributions than equity funds The payout by 
bond funds in the first five months of the year (DM 1 93 billion) was almost 
five times as high as that of equity funds (DM395 million), although the bond 
funds’ average assets during this period exceeded those of equity funds by 
only 72 per cent. 

investors until the early 1980s. but credit institutions 
have topped the list for 15 years, adding no less than 
DM 690 billion to their portfolios in the past five 
years. Hence more than half of their present portfolio 
has been acquired since 1992. 

Foreigners have also played a prominent role in the 
German bond market since the mid-1980s. Up until 
1991 they invested between slightly less than DM 20 
billion and DM 59 billion in D-mark bonds (1988, when 
foreign buying dropped to a meagre DM 1.8 billion, 
was an exception); in the years thereafter, foreign 
purchases ran into the hundreds of billions, up to DM 
212 billion. Since 1985, foreign investors have bought 
DM 850 billion worth of German bonds, which is 


slightly more than one-third of total purchases of 
D-mark bonds (including D-mark bonds of foreign 
issuers). At present, credit institutions account for, 
approximately two-fifths, and foreigners for slightly 
more than a quarter, of ail fixed-rate securities 
outstanding. The remainder is held by non-banks. 
Credit institutions obviously have a preference for 
long-dated bonds, mainly bank bonds, which made 
up almost three-fifths of the commercial banks' and 
savings banks' security holdings in May. Bank bonds 
with maturities of up to four years accounted for 
16 per cent, or DM 115 billion. Credit institutions' 
holdings of floating-rate notes, amounted to DM 144 
billion, those of currency, public and corporate bonds 
to, respectively, DM 78 billion, DM 261 billion and DM 
84 billion. The above-average weighting of bank 
bonds is probably due not least to these securities' 
yield advantage over public bonds. An additional 
factor is that the total volume of bank bonds 
outstanding is higher than that of public bonds. 

The credit institutions' heavy commitment to fixed- 
rate securities is no coincidence: for several years, 
sight, time and savings deposits have been 
expanding at a faster rate than lending. Deposits by 
non-banks, for example, have almost doubled since 
1989, from DM 1.98 trillion to DM 3.5 trillion. Sight 
deposits expanded by DM 358 billion, or 122 per cent, 
time deposits by DM 670 billion, or 95 per cent, and 
savings deposits by DM 1.18 trillion, or three-fifths. 
Lending volume has. on balance, been lagging the 
inflow of funds. The excess liquidity was therefore 
invested in fixed-rate securities. 

The "dream constellation " of a sustained reduction 
in inflationary pressures, ample liquidity and brisk 
foreign demand for D-mark securities has started 
to crumble. Due to the D-mark's pronounced 
weakness. Germany can no longer "import" price 
stability, as it did in the past. Import prices, which 
acted as a brake on inflation in the past two years, are 
moving up. 

Nevertheless, a major rise in interest rates is not to 
be expected, and this for various reasons: 

1. The Bundesbank is unlikely to perform an about- 
face in its monetary policy. 

2. Despite the rise of 3.3 per cent in import prices and 
3.2 per cent in wholesale prices, German inflation is 
still at the lower end of what the Bundesbank calls 
the "stability zone" <1’/z per cent to 2V= per cent). 

3. With interest rates keeping at a low level, in- 
vestor interest in fixed-rate securities is obviously 
increasing. Shrinking time-deposit yields seem to 
have an effect here. Fixed-rate purchases by non- 
banks in April and May came to DM 31.5 billion- 
more than four-fifths of total buying in 1996. 

4. The drop in foreign buying in the wake of the 
soaring dollar, which is already in evidence, will be 
more than offset by domestic non-banks’ increased 
commitment to D-mark bonds. Hence the equilib- 
rium between the supply of. and the demand for, 
funds in the bond market is not threatened. 



^ Bayerische Landesbank 
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ERAMET GROUP 


1ST HALF 1997 

• Net result Group's share : FRF 1 77 million (+ 5.8 %) 

Result per share : + 4 % 

(including the participation of 46 % in Comilog. equity accounted) 

• Strong improvement compared to the 2nd half 1996 

T^Eramet&Bc^ofDkeaprametonSe p «mbcr 17. 1997 under thectu im nns h pofYvgs Rimbaud to rate w ihe lsthatfl997acp«wa. 

• Consolidated resoles 
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*eaig^tfie46%pflrt»p<nKWg>Cpw^wfehBequtyflaatiMBrfn6tanertoccoi«iBi&r the 1st half 1997 
and rfie fid year 1996, but wa not utusnintaacrauftvr the Ighdf I99&. 


The increase cf seanfess soad producoon w vw# as the recovery of 
the speed SEd and man&nese imrleas. after the tow point in 
the second ha!f !996.aSo i wd an improvement m the Grot^ss activity 
(raemattored prices stayed at a fevd wider those of 1st ha# 1 996.The 
Group benefited from (he strong increase of the doftir agunst the 
French franc 

Consofi dated turnover (etdutfing Cttnifog) increased significantly 
compared ta that of 2nd half (996 and is 5 % lower than turnover 
fcr the I st half 1996. Ocmdogs turnover increased by M % compand 
to the 1st ha» 1996. 

Net resit Graft's share, exdudrg (he contribution of the sfonhoidng 
m Comdog, decreased by 13 % compared to that of 1st tatf 1996. 
Coming's contribuDon for the l st half \ 997 ranched HIF 307 rnCon 
(FRF 1.98 per share) after amortisation of goodwill amounting to 
FRF 65 md&on (the parOdpanon m Comdpg was not consolidated 
far the 1st half 1996). 

In coed, nec result Group* share for the Isc half 1997 reached 
FRF l76.9mnflon.an increase of 5.8 X compared to the 1st half 
I 996 l Restrft pw dare amoisttsd to HtF 1 1 ,48^n increase ofX9 X. 

• Investment programme in New Caledonia 

The Board of Directors took note of the anpl c men od on of the 



nvestment prog ra mme In New Caledonia wnh the aart-up of the 
Tiebagii mine and the pursuing of the oonstrucrian afthe Sfth rotary 
tfn In the Donombo pfant which should be put in operation at the 
end of 199a 

* Comflog 

The Emmets General Meeting of Jdy 3 1.1997 approved die fcaue of 
convertible bonds of FRF 226 mltton reserved to Geflgabon h view 
of frtandng the acqusidan by Eramet of a further l5%ofCom3o& 
afvdach Eranet awns from new art 61 % ctf the share capital 
This shareholding h Comflog w3! be tuty integrated in Eramcc’s 
accou n ts far (he 2nd half 1997. 

• Outlook for 1997 

Current market trends allaw to forecast far the second half of the 
year a rehdvefy satisfying level of scanty in thethree Groupk efirisfona. 
The decrease in the nidud price since July is ho wev er an infavourable 
factor, its inpact on results has been und now compemsd by the 
^crease of the dollar parity agaanst the french franc 

Baraga strong decrease in the nfcloef price or in die defer parity 
the net mdt Groups share fcr 1 997 should be at toast equl 
to that of 1996. 


NICKEL - HIGH SPEED STEELS - MANGANESE 
for further information, cordon ; Akan Roy, Investor Rriotjora fErnmet ftrris) 
31 1.45 38.42X72 - Interns :httpJ/www ft.com 




Eridania Beghin-Say 


(in French Francs million ) 

June 30th 1997 

June 30th 1996 

% Change 

Net Sales 

30.718 

25.902 

+ 18.6 % 

Operating Income 

1.889 

1,675 

+ 12.8% 

Pre tax income from continuing operations 

1,301 

1.150 

+ 13.1% 

Net income - Group share 

855 

745 

+ 14.8% 
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Increased half yearly results 

The Board of Directors of ERIDANIA BEGHIN-SAY met on September 18th 1997 under the chairmanship of 
Mr Stefano MELON! Consolidated accounts for the half year ended June 30th 1997 were reviewed and approved. 

The essential consolidated figures are the following : 


The net sales increase over the previous year's first half was mainly the result of strong growth in the Crushing and 
Refining division (owing partly to the inclusion for foe first time in foe scope of consolidation of Moyresa, formed 
in November 1996). in foe Animal Nutrition. Consumer Products divisions and to a lesser extent in foe Sugar and 
Derivatives division. 

Operating income improved as a result of changes In foe scope of consolidation (notably foe former Compagnie 
Fran^aise de Sucrerie activities which were not included in last year's first half accounts) and thanks to the good 
performance of foe European Crushing and Refining business, of foe Consumer Products division (including olive 
oil, seed oil ans spices), of foe European Starch business and of foe French Sugar business. However, the effect of 
these improvements was somewhat dampened by the poor results of foe Italian Sugar business stemming from last 
year's poor sugar campaign and by foe impact of continued competitive pressures on the Starch business in foe 
United States. 

The group's share of net income for the first half includes the capital gain from the disposal of Eridania 
Beghin-Say's stake in Sodes, a leading producer of synthesis alcohoL However, it does not include foe impact of 
foe increase in French corporate income tax rates decided in July 1997. 

Total shareholder's equity at June 30th 1997 stood at FF 20.085 million, virtually unchanged from 31 December 
1996. Net financial debt was FF 13.769 million at 30 June 1997, versus FF 14,087 million at year end 1996 : this 
relative stability is due to the cancelling out of the seasonal working capital reduction by foe impact of foreign 
exchange conversion and of increased prepayments of corporate income tax. The debt to equity ratio thus 
improved slightly from 0.70 to 0.69. 

Mt(jor events since January 1st 1997 include taking a 50% stake in Austria's principal oilseed processor, Olmfible 
Bruck, foe acquisition of Ewos, a Spanish fish feed producer, foe purchase of a 45% stake in ZT Krusrwica, Poland's 
largest oilseed crushing and bo tried oQ company and lastly, the sale of foe participation in Sodes. considered non 
strategic. 

The sugar campaigns underway are progressing satisfactorily and foe outlook for other agricultural raw mat e ria l s 
over foe next few months is promising. Prospects for the full year suggest that operating income should rise 
slightly, despite the persistence during the second half of the consequences of the prior year's poor Italian sugar 
campaign and of competitive pressures in U.S. starch. Notwithstanding higher French corporate taxation, net 
income should also show an improvement over foe previous year. 



During January 1 995 ic was announced chat the board of directoes had decided to refinance the company by raising approximately 
R500 million, ner of expenses, by way of a rights offer. Accordingly Northam embarked upon a renounceable rights offer in term s 
of which ordinary shareholders, registered as sucb at the close of business on 20 January 1995. were offered the right to subscribe 
for 20 448 000 linked units (“units"), at a price of R25.00 per unit, in the ratio of 25 units for every 100 shares of 1 cent each held 
in the espial of the company. Each unit consisted of five shares and one opcioa. Each option entitled the holder thereof to subscribe 
for a further one ordinary share in the capital of the company, on the basis of one share for each option held. 

Pursuant to the rights offer 102 24u 000 ordinary shares and 20 448 000 options were issued. The conditions relating to the options 
provide, inter alia, that each option entitles the holder thereof to subscribe for one ordinary share ac a subscription price of R7.50 
per share during the period I March 1995 and noon on 31 December 1997. 

The rights offer raised approximately R500 million, net of expenses. At char time ir was envisaged chat, upon the exercise of the 
20 448 000 options issued pursuant to the rights offer, a further amount of some R 1 53 million would be raised by 3 1 December 

1997. However, as the present tiding price of the company's shares on the Johannesburg Stock Exchange is materially lower than 
the price at which option holders may subscribe for ordinary Shares (i.e. R7.50 per share), ic appears unlikely thar any options will 
be exercised unless rhe price increases markedly by 31 December 1997. 

Accordingly the board las proposed, subject ro rhe approval of the option holders and of the shareholders, to amend the conditions 
retiring to the options by extending the period during which the options may be exercised by 1 2 months to noon oh 3 1 December 

1998. The reason for this proposal is to afford option holders an enhanced opportunity to exercise cheir options and thereby ro 
enable (he company to raise the additional capital as originally envisaged. 

Documentation containing lull derails of the proposal and incorporating notices convening meetings of che ordinary shareholders 
and the option holders ro consider the necessary resolutions ro amend the conditions relating to the options, will in doe course be 
pasted to registered shareholders and option holders. 


Johannesburg 



23 September 1997 


COMPANIES: AS I A- PACIFIC. 


State to take stake in TT&T 


By Ted Bardacka 
in Bangkok 

The Thai government has 
thrown a lifeline to Thai 
Telephone A Telecommuni- 
cation, the struggling tele- 
coms operator, by giving 
preliminary approval for the 
state-owned Telephone 
Organisation of Thailand to 
take a 88 per cent stake in 
the company in exchange for 
a large reduction in its reve- 
nue payments to the TOT. 

TT&T, in which NTT of 
Japan holds an 18 per cent 
stake, has a concession to 
install and operate 1.5m 
fixed lines in provinces out- 
side Bangkok. 

It currently pays TOT 43 
per cent of revenues, but 

this h3S become untf»nahI<-» 
with revenues per line only 
about half of what the com- 
pany projected when it bid 
for the concession in 1992. 

TOT win reduce that pay- 
ment to 25 per cent in 
exchange tor becoming the 
company’s biggest share- 
holder. 

Providing the deal sur- 
vives due rflHgpnro — a pro- 
cess that some TOT officials 
suggest could uncover signif- 
icant cost overruns charged 
by some TT&T contractors 
which are «*ign ipaHmg share- 
holders - Jasmine, foe lead- 
ing Thai shareholder, will 
see its stake in foe comp any 
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reduced from 19 per cent to 
12 per cent. 

NTT’s share will fall to 11 
per cent. 

Analysts say that in addi- 
tion to forestalling the risk 
of bankruptcy at TT&T, the 
deal represents a give-away 
by TOT in line with other 
deals with politically well- 
connected telecoms groups. 

Krungthai Thanakit, 


TOT’S Friancial adviser, had 
suggested that TT&Ts reve- 
nue sharing be reduced to 33 
per cent, in exchange for 
TOT being given 26 per cent 
of the company. The dou- 
bling of foe reduction in rev- 
enue shari n g should have 
mwwit tha t, the TOT received 
a 52 per cent stake in TT&T, 
rather than the agreed 38 per 
cent 


TT&T shares were briefly 
suspended on the Thai stock 
exchange yesterday, hut 
once trading resumed they 
^ by 10 Per cent - foe 
maximum permissible - to 
Bt 14.25. 

TOT has bees under pres- 
sure recently to convert its 
revenue sharing agreements 
with a host of concessions 
Into equity stakes in prepa- 
ration for its privatisation, 
as concessions are difficult 
to value for potential buyers. 

However, as veil as failing 
to resolve this problem, the 
deal places TOT in the posi- 
tion of both the regulator 
arid foe largest shareholder 
in what «iil be a competitor 
once TOT is privatised. 

A plan designed to avoid 
such conflicts of interest has 
been delayed for years by 
political wrangling, although 
some analysts suggested 
TOT tnav look to sell its 
stake in TT&T. either before 
or after privatisation. 

TOT's privatisation has 
been delayed until the plan 

is ready. 

While the TOT-TT&T deal 
goes not require approval by 
the Thai cabinet, any 
changes in the government 
could upset foe deal by alter- 
ing the political balance 
among Thai telecoms 
groups, which are important 
sources of funds for many 
Thai political parties. 


Talks over 
new Maruti 
chief continue 


Talks between Suzuki, foe 
Japanese carmaker, and foe 
Indian gov ernment over the 
appointment of a new man- 
aging director at their SOSO 
joint venture. Maruti Udyog, 
were continuing late last 
night, after extensive negoti- 
ations during the past three 
days, agencies report 

Lawyers from both Suzuki 
and the Indian government 
were present at Maruti’s 
annual general meeting yes- 
terday. it followed six hours 
of negotiations at foe week- 
end. 

The agm, which was 
expected to ratify the 
appointment of R- S. S. L. N 
B haskar udu as managing 
director, went ahead despite 
a legal challenge by Suzuki 
to delay it. 

The New Delhi High Court 
ruled against Suzuki on 
holding the agm, but it did 
say the company had the 
option of seeking arbitration 
via an international court in 
Paris an foe appointment of 
foe managing director. 

A lawyer representing 
Suzuki, which believes Mr 
Bhaskarudu is “not suitable" 
for the post said foe interna- 


tional arbitration court 
could still reverse the 
appointment of Mr Hhaaka- 
rudu even if Monday’s agm 
ratified it 

Under foe existing joint 
venture agreement between 
Suzuki and the Indian gov- 
ernment both parties are 
committed to abide by foe 
decisions of the interna- 
tional court in foe event of 
disputes. 

The row over Mr Bhaska- 
rudu’s no mination - which 
Suzuki claims was pushed 
through by foe Indian gov- 
ernment without consulta- 
tion - caps a series of dis- 
agreements threatening tho 
future of Maruti. 

Suzuki, which has gradu- 
ally increased its stake in 
the company from 26 per 
cent in 1982 to 50 per cent 
wants the company’s share 
capital of $37m to be expan- 
ded. The Japanese group 
also wants foe Indian gov- 
ernment to dilute its share 
in the Joint venture in 
return for fresh investment 

Maruti recorded a turn- 
over of $2^hn and profits of 
$222m in the year to March 
1997. 


PLDT workers 
continue strikes 


By Justin Merozzf In ManBa 

Workers at PLDT. the 
Philippines’ largest telecoms 
company, yesterday defied a 
government order to return 
to work and went on a 
fourth day of nationwide 
strikes. 

Last Friday, the rank-and- 
file MKP union staged a 
strike, accusing PLDT of dis- 
missing a onion officer «nd 
30 of its members. The com- 
pany said the workers bad 
been relocated. On Saturday, 
the department of labour 
ordered all employees to 
ret u rn to work immediately. 

Pet e Pinlac, president of 
MKP, yesterday said his 
12,000 members would not 
allow a “Damocles sword” to 
be hung above their heads. 
“We are determined to con- 
tinue this fight. There is no 
point in talking jf PLDT and 
the department of labour 


simply want us to swallow 
the jagged, bitter pill of con- 
tractualisation ynd casualis- 
ation." 

Analysts sudd that the 
strike would be unlikely to 
have a significant effect on 
the grotty. PLDT has said it 
can operate effectively on a 
staffing basis 25 per cent 
smaller than its present one. 

“I am not anticipating 
undue impact on the bottom 
line on the back of this 
strike,” said Alex Connor, 
analyst at Indosuez W.I. 
Carr. “The new three-year 
wage agreement coming up 
in November, however, may 
well see higher rises than 
the originally expected 15 
per cent" 

On the back of a small 
market rally following Sun- 
day’s peaceful demonstra- 
tions against constitutional 
change, PLDT shares rose 10 
pesos to 955 pesos. 


ASIA-PACIFIC NEWS DIGEST 


Salomon in China 
joint venture deal 

Sa lo mo n Brothers, the US investment bank, has teamed 
up with Shanghai Industrial Investment (Holdings), a 
business arm of foe city government to form a joint ven- 
ture asset management company. 

Hie new company. Salomon-Shanghai Industrial Asset 
Management Company, will manage funds invested in 
Greater China, it plans to launch a Greater China invest- 
ment fund, which will be open to foreign investors, later 
this year. 

Salomon Brothers signalled float foe partnership could 
blossom into other areas. “We hope that this is the begin- 
ning of a long, many-faceted relationship between our two 
organisations.” said Deryck Maugfaan, chairman and chief 
executive. 

Other in ternational banks, including Dresdner Bank, of 
Germany, are hoping to miter into similar joint ventures 
in an attempt to cement their position in foe mainland 
and capitalise upon financial deregulation there. 

The move follows the increasing ties between Hong 
Kong companies and mainland parties, both through joint 
vent ures and stake-building. 

Louise Lucas, Hong Kong 

M PHILIPPINES 


Benpres to go ahead with rights 

Benpres Holdings, the Philippine utility and infrastruc- 
ture conglomerate, yesterday said it would go ahead with 
its rights issue in November or December, in spite of the 
current weak market conditions. 

The subscription price will be a 10 to 20 per cent dis- 
count an an average of closing prices for foe five days up 
to the price fixing date. “Due to volatile market condi- 
tions, the corporation has decided to use a formula based 
on foe market price of Benpres shares,'’ foe company 
said. 

The group plans to raise between 7 .84 bn pesos to 9.15bn 
pesos ($2S3m-$272m), of which foe bulk will be used to 
invest in Bayan Telecommunications, its telecoms subsid- 
iary, and Maynilad Water Services. 

Benpres, which has investments in broadcasting, bank- 
ing, power, water, property, infrastructure and telecoms, 
deferred foe issue last month because of poor market sen- 
timent. For the past two months, the Manila stock market 
has been battered amid turmoil on regional foreign 
exchange markets. 

The group will offer 1.3lbn new shares, representing 29 
per cent of foe enlarged group. Justin Marozzi. Manila 

FIBRES 


DuPont takes Indonesian stake 

DuPont, the US ch e mical and energy company, yesterday 
agreed to acquire 20 per cent of an Indonesian tire cord 
producer and jointly market and invest throughout Asia. 

Du Pont will pay $65m cash for the shares in Branta 
Mulia, mare than three times their market value. It is 
unusual for foreign companies to buy large stakes in Indo- 
nesian companies, rather than sign joint ventures, pro- 
duction sharing or other cooperation agreements. 

But Ed van Wely, vice-president of DuPont Nylon 
World wide, said both DuPont and Branta Mulia were 
strong in fibre production and stood to gain from an 
expected surge in car sales in Asia. 

DuPont also pledged to provide supplies and new nylon 
spinning technology to support an expansion of Branta 
Muna’s Indonesi an nylon foe cord spinning plants. 
Exports accounted for 67.47 per cent of Branta Mulia’s 
1996 sales, including nylon for its tire cord plant in Thai- 
land. 

Despite a decline In sales in Indonesia and higher oper- 
ating expenses for a new joint venture with Teijin, of 
Japan, Branta Mulia reported a 3.96 per cent increase in 
net profits in 1996, to Rp42£bn ($14. 15m). 

Sander Thames, Jakarta 


Aoki moves to reassure markets 


By Mfdnyo Nakamoto 
in Tokyo 

Aoki, foe medium-sized 
general contractor, moved to 
cahn market fears about the 
company’s creditworthiness 
after its share price plunged 
39 per cent to below par 
value. 

Yoichiro Yano. president 
said the sharp foil in the 
share price was unwar- 
ranted, as foe company did 
not face any credit risk. Both 
its main creditor banks were 
fully supporting the com- 
pany in terms of finance, 
personnel and operations, 
Mr Yano pointed out 

The market, however/ 
showed considerable ner- 


vousness, taking Aoki’s 
share price to an all-time low 
of Y29. before it dosed at 
Y35 against a face value of 
Y50. 

The reaction reflects mar- 
ket unease over the con- 
struction sector after a num- 
ber of failures in recent 
months. 

In July. Tokai Kogyo 
became the first listed con- 
struction company to file for 
bankruptcy. It was followed, 
in July by Tada and in 
August by Daito Kogyo, 
which were both brought to 
their knees by high levels of 
debt and loan guarantees. 

Aoki has been foe subject 
of market concern for some 
time, as its debt and debt 


guarantees remain high In a 
deteriorating market. The 
company, which expanded 
rapidly in the hotels and 
development business dur- 
ing foe years of asset infla- 
tion, has current liaMiitfo*; 
and borrowings of Y850bn 
(|7bu) and Y263bn in loan 
guarantees to property 
developers. 

Aoki is also vulnerable to 
the downturn in public 
works spending which -is 
affecting foe Japanese con- 
struction industry. The com- 
pany’s construction business 
is 66 per cent-dependent on 
public spending, notes Tak- 
as hi Hashimoto, industry 
analyst at Salomon Brothers 
in Tokyo. 


Aoki faces convertibli 
band redemptions of Yi3bi 
next March, which it plaw 
to fund through borrowing! 
from its main banks, M; 
Yano said. 

The Aoki president sait 
the company had revised it 
sales projection for the firs 
half of the year to Septembe 
from Yl5db n to Yl43bn, bu 
still targeted recurring pro! 
its of Ylbn and net profits o 
YlQQm. 

Whether Aoki survives it 
difficulties depends on ; 
number of factors, such, a! 
its relationship with its cred 
itor banks, its ability to mnn 
age risk, and the prafitabfl 
ity of its - main busbies. Mi 
Hashimoto said. 
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COMPANIES AND FINANCE: THE AMERICAS 


Sun accuses Microsoft of blocking Java 


: Sf Louise Kehoe . 

In^an Francisco 

Sim Microsystems has- 
angril y accused Microsoft of 
attempting to block its 
aHort^ to establish Java - an 
irtcxieasliigly popular com- 
puter programming lan- 
guage and set of software 
;tooitf r: as an international 
standard . 

y '‘Microsoft Is a monopoly 
drifter -siege, , a company that 
is panicking and in denial,” 
said' Alan Baratz, president 


Call for 
shake-up of 
cross-border 
settlement 


By Jane Martinson, . 
Investment Correspondent 

.. A group of leading US and 
European banks and asset 
managers' -is urging an 
industry-wide response to 
{. the. issue of . settlement in 
- cross-border dealing. 

;- In ; : a - white paper pub- 
lished yesterday, the group 
i . sef out. a new model for pro- 
" cessing information between 
the different bodies involved 
in trading shares. 

' The proposals hinge on a 
■ tailor-made software pro- 
gram - or “universal 
socket” - which would be 
paid for by the industry and 
distributed free of charge to 
all j participating members. 

Derek Bandy, IT -director 
of Rothschild Asset Manage- 
. ment and crefaair of the 
hidnstry user group behind 
the proposal, said: “We are 
calling for the creation of a 
new industry co-operative to 
buiid the software and give 
it away." 

■ The group’s consultative 
paper was sent put to 3,000 
investors, brokers and cus- 
todians yesterday by Inter- 
national Depositary & Clear- 
ing. a joint venture between 
two US settlement bouses. 
IDC said yesterday that the 
: new system could poten- 
tially be developed without ‘ 
its involvement j 

The 16 group members 
indude some of the world's 
largest global custodians, 
such as. Chase Manhattan 
and State Street as well as 
its largest banks and service 
providers, such as Deutsche 
Bank, Goldman Sachs. 
J.P. Morgan, SBC Warburg 
Dillon Read, Schroder 
Investment Management 
and Merrill Lynch. 

The aim of a new system 
would be to reduce cost and 
risk at the same time as 
increasing liquidity. 

At an estimated cost of 
less than £10m Mr 

Bandy said the investment 
would be “small beer” for 
members, two or three of 
which spend amount- on 

renewing their systems. 
Research is still to be done 
an. maintenance costs. 

Estimates from the 
National Association of 
Securities Dealers in the US 
suggest that cross-border 
equities trading will double 
every three years and reach 
$9,000bn by 2000. 

The new system would be 
designed to complete trans- 
actions on a same-day basis 
in cross-border deals, com- 
pared with the current 
period of up to three days in 
the US and five in the UK. 


of JavaSoft, a subsidiary of 
Sun. 

. He dismissed as a “public- 
ity stunt” an open letter sent 
to Sun last , week and signed 
by executives at Microsoft, 
Intel, Compaq Computer 
Digital Equipment. The let- 
ter called for Sun to turn 
over ownership of Java to 
the International Standards 
Organisation and allow free 
use of its trademark by all 
users of the technology. 

The letter said Sun's 
response would “reveal 


whether Sun is really com- 
mited to the successful 
transposition of Java to ISO 
or Is just seeking the mar- 
keting benefits of ISO recog- 
nition witbout actually 
transferring control of the 
technology.” 

Sun, which is submitting 
Java to the ISO, said yester- 
day it had no intention of 
giving up ownership of Java 
or the Java trademark. But 
it would continue to make 
the maintenance and evolu- 
tion of Java an “open pro- 


cess” in which “anyone with 
an internet connection” 
could participate. 

Mr Baratz said Sun was 
confident it would win ISO 
approval. He rounded on 
Microsoft, accusing it of 
“spreading disinformation” 
rather than raising valid 
issues surrounding the stan- 
dardisation of Java. 

Sun supporters, which 
include IBM, Borland, Novell 
and Oracle, mai ntain Java 
represents an important 
breakthrough because pro- 


grams written in it can be 
run on any type of computer 
regardless of the hardware 
or operating system. 

However, this could make 
it a serious threat to Micro- 
soft's hegemony in the mar- 
ket for personal computer 
operating systems and to 
Intel's hold on the PC micro- 
processor market. 

Moreover, the “Java plat- 
form” for which Sun is seek- 
ing ISO approval includes 
software that might be used 
as an alternative to Micro- 


soft's Windows personal 
computer operating system. 

“Every single thing that 
Microsoft has said is 
designed to preserve its 
monopoly," Mr Baratz 
claimed. 

The battle over Java 
reflects a deep and widening 
gulf between Microsoft and 
Sun, which is the only large 
computer company that has 
not adopted Microsoft's Win- 
dows as the standard operat- 
ing system for desktop com- 
puting. 


UK pair move to US 
in Virgin shake-up 



By Alice Rawsthom 

EMI Group, one of the 
world's largest music compa- 
nies, has reshuffled the 
senior management of Vir- 
gin Records in North Amer- 
ica by appointing a trio 
of executives to run the 
label. 

Ray Cooper and Ashley 
Newton, who as joint manag- 
ing directors of Virgin's UK 
record label have nurtured a 
string of best-selling acts, 
including the Spice Girls, 
Chemical Brothers and 
Verve, are moving to Los 
Angeles as co-presidents of 
Virgin Records America. 

They will run the label 
together with Nancy Berry, 
former executive vice presi- 
dent of Virgin Music Group 
Worldwide, who is promoted 
to vice chairman of the 
group and of Virgin Records 
America. 

All three executives will 
report directly to Ken Berry, 
who is Ms Berry's husband 
and was recently appointed 


president of all EMI Group's 
recorded music. operations. 

An Important element of 
Mr Berry's brief is to 
improve EMI's performance 
in North America, which is 
the world's largest music 
market but has traditionally 
been a weak area for the UK- 
based group. 

The management changes 
at Virgin, which includes the 
Smashing Pumpkins and 
Janet Jackson among its US 
artists and is EMI's most 
successful North American 
label, follows long-running 
speculation that PhD Quar- 
tararo, president of Virgin 
Records America, was In 
talks with rival record 
companies. 

Mr Quartararo, who has 
worked at Virgin for 11 
years, is believed to be on 
the brink of finalising nego- 
tiations to take a senior posi- 
tion at Warner Bros, one of 
the labels owned by Time 
Warner, the US entertain- 
ment group. 

However, it is understood 


that those discussions have 
not yet been completed. 

Virgin has yet to 
announce who will replace 
Mr Cooper, 48. and Mr New- 
ton, 42, in the UK. The two 
men have worked together 
since meeting at Island 
Records, now part of the 
FolyGram group, in the 
1980s. 

They have worked closely 
with Ms Berry, 38, for sev- 
eral years. Renowned in the 
music Industry for her close 
rapport with artists, she now 
runs Virgin’s “special pro- 
jects team”, which orches- 
trates global strategies for 
the company's superstar 
acts, such as Janet Jackson 
and George MichaeL 

Mr Berry has moved 
swiftly to restructure EMI's 
other North American inter- 
ests since his appointment 
this spring. He has closed 
several poorly performing 
record labels, dropped ailing 
acts from the group's roster 
and shed several hundred 
staff. 









Ray Cooper (left) and Ashley Newton: moving to Los 
Angeles as co-presidents of Virgin Records America 


Tuntex plans T$16bn Mexico project 


By Laura Tyson in Taipei 

Tuntex, one of Taiwan's 
biggest petrochemical and 
textile groups, yesterday 
announced plans to invest 
T$lSbn (US$559m) to build 
the first phase of a chemical 
fibre production facility in 
Mexico, to take advantage of 
the North American Free 
Trade Agreement 
The project, to be located 
in the Tampico area of 
TamauUpas stale oh the Gulf 
of Mexico, is the biggest Tai- 
wanese investment in 
Mexico to date. It is expected 
to create 100,000 Mexican 


jobs in the first phase and 
ultimately double or triple 
that figure, including related 
processing industries. 

Chen You-hau. Tuntex 
chairman, said Mexico was 
the best location for a base 
In the Americas. “This 
investment plan will begin 
with downstream production 
facilities and gradually move 
upstream. It wlD include a 
variety of textiles, plastics, 
petrochemicals and related 
industries." he said. 

Mr Chen added that Tun- 
tex was seeking to expand 
overseas because it bad met 
obstacles in Taiwan, includ- 


ing land acquisition, envi- 
ronmental protests and 
access to water resources. 
Taiwan also faces quota limi- 
tations in selling to the US, 
Tuntex’s biggest market 
ha the first phase of the 
project, set to begin 
operations in 2000, Tuntex 
will build, six factories, 
including knitting, weaving, 
dyeing and sewing plants. 

The project will include 
developing an industrial port 
and a 15,000 hectare area 
which will Include a petro- 
chemical industry zone and 
a mixed industry zone, as 
well as a recreational park 


Forbes expands abroad 


By Richard Waters 
in New York 

Forbes, the US business 
magazine publisher, 
announced plans yesterday 
to extend its reach beyond 
its borne market for the first 
in its 80-year history. 

Under the advertising slo- . 
gan “Capitalists of the World 
Unite!”, the magazine wifi 
launch an international edi- 
tion next March. The late 
Malcolm Forbes once took 
delight in spreading a simi- 
lar message, traversing the 
world in a private jet with 
“Forbes - Capitalist Tool" 


emblazoned on the tail. 

The venture abroad will 
bring a shake-up in the top 
management of the group, 
whose president and chief 
executive is Steve Forbes, an 
unsuccessful Republican 
presidential candidate. 

The company named 
Domingo Cavallo. the former 
Argentine finance minister, 
as publisher of the new edi- 
tion of the magazine, which 
will be called Forbes Global 
Business and Finance. He 
will also be a regular colum- 
nist Lawrence Minard, for- 
merly managing editor of 
Forbes, the. company’s flag- 


ship domestic publication, 
will edit the magazine. 

Mr Minard was the num- 
ber two and heir apparent to 
James Michaels, Forbes* 
long-standing editor. But the 
company was expected yes- 
terday to name William Bal- 
dwin, the magazine's execu- 
tive editor, to succeed him. 
putting him squarely in line 
to take on tbe job of running 
one of the biggest-seUing US 
business publications. 

Forbes Global Business 
and Finance will aim for a 
circulation of 250.000, com- 
pared with tbe 783,000 of its 
flagship US publication. 


and residential complexes. 

The investment is the first 
phase of a much larger plan 
that will eventually include 
a fully integrated petrochem- 
ical complex, with an oil refi- 
nery and naphtha cracker to 
produce petrochemical raw 
materials. Raw materials 
will initially be supplied by 
Pemex, Mexico’s state oU 
monopoly. 

Mr Chen called on mid- 
and downstream Taiwanese 
petrochemical and textile 
manufacturers to join Tun- 
tex in the plan, which will 
benefit from Mexican gov- 
ernment support and prefer- 


ential tax rates under Nafta. 
Most of the products will be 
exported to the US as well as 
Canada and central and 
South America. 

Carlos Santos, Mexico's de 
facto ambassador in Taipei, 
said that Mexico offered vast 
natural resources, good 
infrastructure, a strong 
labour force and the backing 
of relevant government 
agencies. 

Earlier this month, Nien 
Hsing Textile, a Taiwanese 
denim-maker, announced 
plans to invest US$132m 
over five years to set up two 
textile plants in Mexico. 


AMERICAS NEWS DIGEST 

Agco warns of 
profits shortfall 

Agco, the Georgia-based agricultural equipment 
manufacturer, yesterday joined tbe queue of US compa- 
nies warning that upcoming earnings results would be 
below market expectations. It said that for 1997 overall, 

earnings per share would probably be about 10-12 cents 
below current estimates, which stand around tbe $3.04 
mark. In the previous year, Agco posted earnings per 
share of $2.46, and in the first half of 1997 it reported $1-22 
a share, or about $74L5m after tax, on sales of $1.6bn. 

Agco, which includes the Massey Ferguson brand, 
blamed the shortfall on adverse currency movements and 
a $3m severance payment to its former chief executive. 
Jean-Paul Richard, who resigned a few weeks ago, after 
only nine months In the job. Nikki Tail, Chicago 

■ NICKEL 

Protests delay Voisey’s Bay start 

Inco, the Canadian mining group, has acknowledged tha t 
environmental protests will delay initial production at its 
Voisey’s Bay nickel mine until at least 2000, one year later 
than scheduled. The company ran into trouble earlier this 
month when a Newfoundland court approved a request by 
tbe local Inuit people for an injunction to prevent Inco 
from b uilding a road and airstrip at an exploration camp 
on the remote deposit, believed to be one of the world's 
largest. The Inuit have argued that construction of two 
exploration camps should be included in the project's 
environmental review process. The C$2bn project is 
expected to produce 270m pounds of nickel a year. 

Scott Morrison. Vancouver 

■ GAS TURBINES 

GE in $600m purchase 

General Electric yesterday agreed a $80Qm acquisition of 
Stewart & Stevenson Services' gas-turbine unit to help it 
expand its profitable services business. 

GE said the acquired operations would complement its 
Power Systems business, which had revenue of about 
87.3bn in 1996. and enable the company to offer better cus- 
tomer service and a broader portfolio of products, includ- 
ing packaged mechanical drive equipment The turbine ! 
unit also will give GE the opportunity to market to oil j 
and gas companies. AP-DJ, New York 

■ CAR PARTS 

Magna surges 89% to C$603m 

Magna, the Canadian auto parts manufacturer, haw 
reported net income of C$603m (US$434m) for the fiscal 
year ending July 31, an 89 per cent increase over tbe year 
before. The increase, however, was largely due to gains of 
C$1 77m from the sale of two divisions and the issue and 
resale of shares of a company subsidiary. Net income for 
the fourth quarter was C$142m, up from C$89m last year. 
Prior to the share gain, net income for the fourth quarter 
was C$104m. a 16 per cent increase over the same period 
in fiscal 1996. Magna's sales in fiscal 1997 jumped 31 per 
to C$7.7bn. Scott Morrison 

■ INSURANCE 

Conseco buys Washington National 

Conseco, the Indiana-based life assurer, yesterday 
announced it was buying Washington National, of Illinois, 
for $41Qm. This brings its total spending on new acquisi- 
tions in the past 18 months to almost $4bn. 

Washington National has $2.8bn of assets and $143bn of 
fife assurance in force, and primarily offers universal life 
assurance, as well as some individual annuities and speci- 
ality health insurance for educational institutions. 

John Authors, New York 


This announcement appears as a matter of record only. 
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Samsung Europe pic | Samsung Trading pic 


BEF 3,000,000,000 
Commercial Paper Programme 

Billets de Tngsorerie - Thesauriebewijzen 


BEF 3,000,000,000 
Commercial Paper Programme 

Thesauriebewijzen - Billets de Ir&orerie 


TWs achwttsemem a issued in compliance with the requirements of the London Stock Exchange Limited (‘London 
Stock Exchange'!, it does rm constitute an invitation to the public to subscribe for, w purchase, any shares. 
Appfication has been made to the London Stock Exchange for afl ot the Nycomed Amereham Onfinary Shares of 
Mow* and all of the Nyrarred Amereham Non-Vbting Shares of 25p each to be issued pursuant io the merger 
ofanwreham International pic [the 'Compeny-! with Nycomed ASA [the ‘Merger! to-beadrrand to the Offload 
LtaL ft is expected that deamgs In such shares of the Company wH commence on 22 October. 1997. ■ 


Amersham International pic 

Unexpected m England and VttsJw under the Compemm Acts 1948 to 1967. Regained No.: 1M281M 


Merger of 

Amersham Internationa! pic 

with 

Nycomed ASA 

Securities for which listing is sought 


Issued and fully paid 

Number Amount 


Nycomed Amersham 
. Ordinary Shares of 25p each 

Nycomed Amersham 
Non-Vbting Shares of 25p each 


Up to 39.431,655 
• Up to 27,645,652 


Up to £9,857,913.75 
Upto £6,91 1,413.00 


n*. Comoartv will, subject to the consent ot its shareholders, change its name to Nycomed 
(7c once foe Merger has become or has been declared uncondraonal. 

-Listing particulars were published on 22 September, 1997 and copies are available during 

SmoWUP to and including 25 September, 1997 and during normal business hours on 
any businessday Up to and including 7 October. 1 997 from:. 


Amersham ■ * 

-.International pic 
Amersham Place 
Linle Chalfont 
Buckinghamshire 
HP7 9NA 

.23 September. 1997 


Morgan Grenfell & Co. Morgan Stanley & Co. 


Limited 
(Joint sponsor) 

6 Bishopsgate 
London EC2N 4DA 


• Limited 
(Joint sponsor! 

. 25 Cabot Square 
•Canary Wharf 
London E144QA 


Hoare Govetr Corporate 
Finance Limited- 
4 Broadgate 
London EC2M7LE 


*Ths dare b ndkaoiveonirand wffl debend on the cMYiptotion datt «f the Merger. 


CREDIT LYONNAIS 
USD 500,000,000.- 
FRN Undated 

BnnfMioMrn are h ereb y 
informed dree the rate for 
the Coupon N° 25 has been 
{faced at 6.75%, for the 
period « Miit on 
19 September 1997 reecM 
18 December 1997 tadsdn 
(tepwae ari ag a period of 
91 dqrs). 

The Goqpoo wffl be payable 
on 19 December 1997 at a 
price of USD 170.63. 

Tbe P rin ci pa l 
Paying Agent 

0*1 CBECHT LYONNAIS 
E39 LUXEMBOURG SLA. 


Morgan Guaranty Trust 
Company of New York 

PTE 15,000,000,000 
Floating rate notes 
due March 1998 

The rate of interest for the 
period 23 September 1997 
to 23 March 1998 has been 
set at 5J2% per annum 
Interest payable oalne 
’ 23 March 1998 will amount 
to PTE 2,588.55 per 
PTE 100,000 note. 

Agent: Morgan Guaranty 
Trust Company 

JP Morgan j 


Unconditionally and irrevocably 
guaranteed by 

Samsung Electronics Co., Ltd. 


Unconditionally and irrevocably 
guaranteed by 

Samsung Corporation 


Domiciliary Agent and Dealer 

Bank Brussels Lambert 






September. 1997 






Shareholders of Gold Fields and Driefonrein (collectively “the companies") axe referred ro the previous cautionary 
announcements and are advised that discussions between (he companies and New Africa Investments limited are 
proceeding. 

Caution should therefore continue to be exercised in dealings in the shares of the companies. 

Johannesburg 22 September 1 997 


Advisors to Gold Fields 
Standard Corporate and Merchant Bank 


Advisers to Driefontein 
Morgan Stanley & Co 
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COMPANIES AND FINANCE: UK 


Pubs open doors to the pulling power 

Simon Davies and Gillian Tett on Nomura’s latest British foray 



Orient 


N omura's £l.2bn 
($L93bn) acquisition 
of Inn tre prone ur 
and Spring Inns is more 
than just a gamble on the 
future of the British pub 
industry. 

Japan’s largest securities 
house already controls 1.800 
pubs through Phoenix inns , 
acquired in 1995 from Irrntre- 
preneur - the Grand Metro- 
politan and Foster's Brewing 
joint venture. 

It is also a significant force 
in principal securitisation - 
buying anything from a rail 
leasing group to a collection 
of pubs, and s elling bonds 
backed by the income or 
underlying value of that 
business. This has given 
Nomura the confidence to go 
out and buy 4J3Q9 more pubs. 

But Inntrepreneur is a far 
more complex investment 
than Phoenix. Its profits 
come from rents paid by pub 
tenants, as with Phoenix. 
But it also benefits from 
agreements to sell beer to its 
tenants at well above cur- 
rent market prices. 

A number of tenants have 
taken Inntrepreneur to court 
in an attempt to extract 
themselves from, these so 
-called ties. Both Inntrepre- 
neur and Spring Inns have 


RESULTS 


reduced the risk by offering 
tenants additional discounts 
in exchange for legally com- 
miting to the fie. But one- 
third or their tenants have 
yet to sign up. and this adds 
to the deal's risks. 

Nonetheless. Nomura is 
confident it can improve the 
performance of a business 
whose owners were keen to 
find an exit 

Since Lord Sheppard 
retired from GrandMet in 
1996. the spirits-to-burgers 
group has been refocusing 
on core businesses, and pub 
retailing was undoubtedly 
non-core. Meanwhile. Fos- 
ter’s sold out of British 
brewing in 19%. and made 
no secret of its desire to dis- 
pose of its British pubs as 
well. Most pub rents are 
linked to turnover and prof- 
its, so rental income could 
be boosted by improving ten- 
ant motivation. 

Nomura has a further 
advantage over GrandMet 
and Foster's. By combining 
Inntrepreneur and Spring 
Inns, it will be able to 
extract bigger discounts 
from the brewers when it 
signs up new beer supply 


contracts next March. 

Guy Hands, head of princi- 
pal finance at Nomura, said: 
“We are buying a good qual- 
ity pub estate.” He was con- 
fident Nomura could 
enhance the value of the 
business. 


A s wit 
of PI 
1995. 


with its purchase 
Phoenix Inns in 
Nomura plans 
to finance the deal in the 
short-term through securi- 
tisation. Over a two or three- 
year period, it will then 
reduce the number of pubs 
in the portfolio. It may also 
try to renegotiate some of 
file leases with its tenants so 
that it can build up a num- 
ber of pubs that are man- 
aged by Inntrepreneur. This 
would improve the growth 
prospects for the business, 
making it more attractive to 
potential investors. 

Nomura will then look to 
sell out This would either 
come in the form of a flota- 
tion, sale it to a trade buyer, 

OT iggiilng long-term hrairig 

backed by the business’s 
profits and asset values. 

Indeed. Nomura is cur- 
rently working on its exit 


from its investment in the 
Phoenix pub group, which it 
has decided will not be re- 
integrated with inntrepre- 
neur. It is planning tC Sell a 
number of securitisation 
tranches, and is adamant 
Phoenix has been a highly 
successful deaL 

Inntrepreneur is merely 
the latest - sign of a long 
running strategy by Nomura 
to boost its global invest- 
ment banking operations. 

It has long aspired to join 
the ranks of the leading 
global investment banks. 
But Junichi Ujiie, Nomura’s 
president, admits that In 
many areas it is struggling 
to compete with US rivals. 
Its reputation has also been 
badly dented by a scandal 
over payments to sokaiya 
racketeers. 

Securitisation, however, 
has been an area of consider- 
able success. The focus for 
this has been the principal 
finance group, set up in late 
1994 at Nomura Interna- 
tional, die London affiliate. 

Securitisation has already 
been extensively developed 
in the US, using assets as 
diverse as car fleets, forests 


and hotels, it has best ranch 
slower to develop in Europe, 
but Nomura has sought to 
market it there, particularly 
in property. 

Other recent high profile 
deals have Included the 
£L9bn purchase of ministry 
of defence residential prop-, 
erty, and the sale of Angel 
Trains. 

The attractions of pubs are 
the strong cash flow, long 
-term leases and the high 
yields on which they can be 
acquired. Moreover, pub 
asset values have been 
steadily rising, although the 
sale price for Inntrepreneur 
and Spring Inns was below 
previously-stated asset 
value. 

Securitisation- has been 
marked down, as a key focus 
for the group's attempts to 
develop its global invest- 
ment banking business, 
according to Mr Ujiie. 

Nomura, like other invest- 
ment hanicB l is also hoping 
that Japan's “Big Bang” 
financial deregulation win 
allow it to develop securitis- 
ation. in the Japanese mar- 
kets, even though it Is cur- 
rently restricted. 
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6 mfts to July 26 
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Foster’s celebrates its clean exit 
from ‘low-yielding, non-core asset 


By Elizabeth Robinson 

in Sydney 

Inntrepreneur bad been *a 
low-yielding, non-core 
asset” that took up a lot of 
management time, accord- 
ing to Ted Knnkel, Foster's 
chief exe cutive . 

The group attributed the 
timing of the sale to the UK 
Department of Trade and 
Industry’s derision to Febru- 
ary to allow Entrepreneur 
to tie its tenants into beer 
supply contracts, thereby 
adding value to the estate. 

Shares in Foster’s, Austra- 
lia's largest brewer, dosed 


FIDELITY FUNDS 

Soc&£ dTnvesrisscmem & Capital Variable 
KansalKs House. Place tie 1‘EtoOe. 

B J. 2174, L-1021 Luxembourg 
RC Luxembourg 8 34036 

NOTICE OF EXTRAORDINARY GENERAL MEETING 

The stmbolden of Fidelity Audi (tbe "Corporation") are hereby convened m an Extraon&nary General Meeting of sharefaokkn to be held on 2nd October 1997 ar the "ip— office at KansaOls 
Room, Place de 1‘Ettnfe. in Luxembourg ar 1.00 pm (Luxembourg time) with the following agenda: 

1. To amend tbe Articles of the Corporation as falkrws : 

a. Investments through subsidiary companies 
Induataa of the folia wing sentence in Article IS : 

"Investments of the Corporation may be made either directly or indirectly tinongfa ndsi d ia riea. a» the board of directors may from time to time decide. Re fa e uoe in there Arririq a "inve at me uu" 
«wt " ass et s " shall nwii, as tMvr»i w«iivi«i made and assets beneficially held (Erectly or investments ™»i> and beneficially ^ indirectly thwiyti the aforesaid subsidiaries." 

ml Mw wtiw at rf fa nf ni smpms ltm *« wVniiiiiw nf m m#t win, wwitiuii w iwifi, ti Vy adding thereto: 

"(f) while the net asset valne of any snbsicGaiy of the Ctnporetiaa may not be determined a ccu r at e l y ." 

b. Provisions relating m mergers of funds whhin Fidelity Funds and mergers of specie funds af Fidelity Fiatds with other collective investment undertakings: 

Indnstoo of the foDowmg provisions in the Articles of Incorporation whkfa. together with the two last paragraphs of Article 2L win coaftitme an Article 21bts: 

"The general meeting of balden of stares af a class or several dareea may also decide to allocate the assets of such dass or classes of shares to these of another existing dasi of dare and to redesignate 
the shares of the cfasa or ciassci concerned as shares of another dais (foUowtng a split or coosolldu rtci i. If nocesaiy and the payment of the amount ctn reapontfin g to any factional cadriemant to share- 
holde«»theal]ocancftifsotesoh>ed.ofriglHamftacticnrientitlenieatspinsiwtotftolagp ai a g in p h(rfArticle6oftiKAniclMofIncotpocanc«lSncfaaclagmeetingBtayalioraolvetocon trilx ite 

d)C BTfTTH Hshilifitf gttriblttlbte tO Tf M si y* h»f muii wslriyig far Collective ilf w«^ || M»wr agaf mf kmp gf dts r m qf fliCtl CthST flnd tfU fc il lgi faff Ol)0cCtiVQ invcflOBtf ID be distributed 

id the holders of shares of the class or classes concerned. 

Such decision will be pnbUshed. hy the Corporation and such pobticaitaa will ooatain information In relation to the new clast or the relevant andenaimg foe oodeedve investment. 

Such publication will be made within ooe month before the date on which tach merger shall become effective in carter to enable holders of such shares to request redemption thereof fine of cfauge. 
before the im pta ne m tion erf any such transaction. 

There shall be so quorum requirements for the general meeting d ecfcflag upon a consolidation of several classes of shares within the Corporation and any res olut ion on this subject may be taken by 
singdemtiatto-S es o l n ttniw tobepassedbyany sndb dass meting with reject to a c nnnft o rio ntrf the agenmtdtrf the Mnllnegaaraxariiie to any dass or dasses to aootiiBrimiletnkiag fa cefleatve 
investment shall be subject to the quorum and majority irquimnejH s referred to In Article 29 of these Aiticks. except when a merger is to be ' impton e rr ed wfafa a unroll itrestmem Raid (foods commmi 
deptaconent) or a foreign based undertafciiig far coflective invesanem. in which caae the rea ol n fi ons shall only be Mntfiag upon auefa shareholders wboriali have voted la fovoor of the mragsr proposals." 

c. PosjjbUhy to issue several dosses of shares in napeacf which the expenses and fee juvaures may be <%ftrenj and redefinition qf the rules of allonrtioA of assess and HabiTiiiri to the share daises 
Amendment of the first sentence of Article 22 to read as follows: 

"Whenever the Corporation shall redeem shares of the CotpoPBhm. tbe price per share titall be cqnri to the Net Asset Value per share of the relevant dm as defined herein tan «y dntige provided 
for In Article 21 and any deferred sales charge as may have been provided by tbe sales documents waned by the Ctapcratkm." 

To amend section F. of Article 22 to read as follows : 

"F. The Directors shall establish a pool of assets far one or more daises of shares in tbe following manner : 

a) the proceeds from the issue of one or several classes of shares shall be applied in the books of the Corporation » the pool of rases established for the dnsa or classes of stares. and the assets and 
liabilities and income and expenditure attributable thereto shall be applied to such pool subject to the provisions of this Article; 

b) If within any pool class specific assets are bdd by the Corporation for a specific dan of shares, the value thereof shall be allocated to the class concerned and the practase price paid therefor shall 
be dedocred. at the time of acquisition, from the proportion of tbe other net assets of the relevant pool which otherwise would bo attributable id snch dass; 

c) where any asset is derived from another asset, such derivative asset stall be applied In tbe books of the Corporator) to the same pool or, if applicable, tbe same class of shares as the asset &om which 
it was derived and on each revaluation of an asset, die increase or danmmioo in value shall be applied to the relevant pool and/or clan : 

d) where tbe Cospentioo mans a natality whicta relates to any araec anribotahfe to a particular pool or dass of shares or to any actiao taken in connection with an asset attributable » a particular pool or 
class of shares, such liability shall be allocated to tbe relevant pool andfar data of stares, prertded the afl B abifitics. whatever pool or dass they are a m ilmtabte to. stafl unless Otherwise agreed npon 
with the creditor* be binding upon the Corporation as a whole; 

e) in tile case where any asset cr liability of foe Corporation cannot be considered as being attributable to a particular pool or dass of titares, such asset or Eabifiiy shall be equally divided between 
all tbe pools or. insofar as justified by the amounts, shall be aUocased to the pools or. as tbs care may be. me classes, proraa to the net asset values; 

f) upon the record date for determiBttjaa of tbe pensoo entitled to any dividend declared an any class of shares, the ner asset valne of such cl*« of shares shall be reduced by the amouM of such dividend*; 

g) upoa the payment of tn expense allocable to a specific pool or a particular cUss of shares, tbe amount thereof shall be d ed ucted from the assets of tbe pool cooceiued and, if applicable, from the 
proportion of the pet assets att rib ut abl e to the dass oooos n ic d ." 

tL Pooling 

Insertion of on Article 22bi&. which shall read as follows; 

"I. Tbe Bond of Directors may invest and manage all or any part of the pools of assets e s tab l ished for two or mare classes of shares r e f er re d to in section F. of Article 22 (hereafter referred to as 
"Partidpoting Funds") on a pooled basis where it is appropriate with regard to their respective investment sectors to do so. Any snch enlarged asses pool ("Asset PooT) shall first be f o rm ed by 
tnmrdinringtP it cash or (snbjea to the hgntatiore mentioned bdowj other assets from each of foe Par ririparing Funds. Thereafter the D i rec « a s may fruanfane to time nakcfunbarc ao sf ci s tothe 
Asset FpoLThey may alsotimsfar assets from the Asset Fool to a P articipatin g ftmd. Bp to the antount of the participation ofthePmtlcipaiiiig Rind c rinrfn ie ri Assas otha-tian cash may be allo c at e d 
to an Asset Pool only where they are app r opr ia te to the investment sector of the Asset Fool coMc c me d. 

2- The assets of the Asset Foal m which eadrPattiqpitlngFtttri shall be eatMnd.ttaU be detewnned by re facnc c m the a l Nra a riire s and witraea^^ 
and withdrawals made on behalf of tbe other Partidpacmg Ponds. 

3. Dividends, interests and other distributions of an income nature received in respect of the assets in an Asset Pool will be immerii i tt Bly credited to the Pattiripating Rads, m propo rtio n to their respective 
entitlements to the assets in the Asset Pool at the time of receipt." 

MISCELLANEOUS 

Shareholders are advised that a tpiarum of SOI? of the shares outstanding of the Corporation present or represented is required in order to constitute a valid meeting and dx resolocioas must be carried 
by a m^ority of two-thirds of the shares present or represented at the meeting. 

Subject to die limitations I mpos e d by the Board of Directors with regard to the ow ua i hip of shares by US persons and die limitaixns impn ai d by the Ankles of Incorp o ration of the Corporation relating 
E 0 ownerehip of shores which constitute in rheagarega«epinrettiag3%Qriltea n t M«adin y«h«mintheCtappraricn.ga»A«liarBi«emilledtnaaevBae.AshmlK>ldarinavaMgntlaid re nwitiiig 

or may append a proxy to attend and vote. Snch proxy need not be a shareholder. 

HoWen of Registered Share* may vote by proxy by returning m the registered office of die Fund the form of re g ist er e d iharehokicr proxy sera to them. 

In onfcr to take pea at this Extraordinary General Meeting, owners of borer shots tfMOld contact the GaporaRm or deposit their shares five dear (toys befHetfaemerimgwitoOKofthcfoDowiDginstitntio&s: 


in Luxembourg 

FkWiiy Investments Luxambamj !LA. 

KanralBi House 
Place derEtrile.B.P. 2174 
L-1021 LUXEMBOURG 

in the linked Kingdom 
Fidelity Investments bxsmarroiud 
OakhiH House 
130 Tonbridge Road 
lEktenbci until 
KENTTN1I9DZ 
In Ireland 
Bndwell limited 
41-43 Sl Stephen's Green 

DUBUN 2 iwfusiuviunjun 

To be valid, proxies man reach the registered office of the Corporation on the 29th September. 1997 an HOP U wwmboMg ame)«tbe test 
Dated: 16th July 1997 
By Order of the Board of Dutcuxs 


Bankers Thai Lnxanboug SLA. 
14, bd. F-D. Roosevelt 
L-24S0 LUXEMBOURG 

bi Norway 

Oslo Rums Aa 
P.O. Box 1343 VDa 
N-01170SX) 


in Sweden 

Su niAi Hmhkatia 
Blaskboteiwg. 12 
10670 STOCKHOLM 



np 6 cents at A|2.90 an sews 
af toe sale of its 60 per cent 
interest to toe UK pubs joint 
venture with Grand Metro- 
politan. 

Foster’s said it was time 
to quit its investments in 
toe UK. It will also sell its 
interest - in toe form of 
options - to Scottish* New- 
castle, toe brewer, worth 
A$20m-AS25m (J 14.3m- 
117 An). 

Foster’s acquired its inter- 
est in Inntrepreneur and 
Spring Tw"<b through its pur- 
chase of Courage to 1986, 
and retained its stakes when 
ft sold Coinage in 1995. Inn- 
trepreneur contributed only 
A$2.1m last year. 

The group looked at toe 
op tion of floating the Inntre- 
preneur rhafa to a couple of 
years. But “Nomura had 


been in negotiations over 
Spring innn and then made 
us an offer for Inntrepre- 
neur which we considered 
reasonable. This gives us a 
clean exit from pub proper- 
ties,” it added. 

The company said the deal 
with Grand Pub would not 
affect sales of Foster’s Lager 
to the UK, where tbe brand 
enjoyed the number two 
position. 

Foster’s has a long-term 
deal with Scottish * Newcas- 
tle, which bought Courage 
to 1995. Sales of Foster's 
lager in the UK top £lbn a 
year, while more than 2m 
barrels are sold throughout 
Europe, which S*N sees as a 
developing market 

The Inntrepreneur sale 
will result in about £207bi 
far Foster’s after toe repay- 


ment of debt and fees. How- 
ever, the group said that the 
deal would lead to an abnor- 
mal loss of about AS5m, 
which would be offset by 
savings on interest. 

Foster’s said it was now in 
a position to build on Its 
core business. Shares to 
BRL Hardy, Australia's sec- 
ond biggest winemaker, rose 
2.7 per cent yesterday to 
A5452 on the belief that it 
would be a target 

However, Mr Knnkel said, 
it was unlikely Foster's 
would look at buying 
an Australian wine com- 
pany. 

The deal cuts Foster’s 
gearing by some 20 percent- 
age points to GO per cent, 
which analysts said allowed 
the company to consider 
other acquisitions. 


Domestic 
side lifts 
McBride 

By David Blackwell 

A strong UK performance 
helped McBride. Europe's 
biggest manufacturer of 
own-label consumer prod- 
ucts, both to recover from 
1996 production problems 
and to offset the impact of 
sterling's str ength 

Pre-tax profits jumped 41 
per cent, from £20.7m to 
£29.lm ($46-8m) for the year 
to June 30. Hie currency 
impact knocked £L5m from 
operating profits, which rose 
23 per cent to £34-3m. 

Sales fell from £486Jm to 
£478.7m. The figure partly 
reflected a planned reduc- 
tion to contract manufactur- 
ing, and would have been 
£25.4m higher at constant 
currency rates. 

Mike Handley, chief execu- 
tive, said core sales were 6.6 
per cent higher, showing the 
group had increased market 
share for the fourth consecu- 
tive year. 

Operating profits in the 
UK recovered from £12 .Sm to 
£22.4m on sales of £2762m 
(£267 Jim). The Barrow wash- 
ing powder factory fully 
recovered from production 
problems. 

In Europe, operating prof- 
its fell from £i5.4m to 
£11.9m. while sales fell from 
£2 18.9m to £202.4m. But Mr 
Handley said price deflation 
in Europe looked set to end 
after four years. 
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The launch of two funds to 
target underperforming 
investment trusts is 
certainly well timed. The 
sector’s perfo rm an c e lias 
trailed the market recently 
and the average discount 
to net assets has widened 
to around 12 per cent. 

Moreover, there is a clear 
sense that toe sector is a 
sleepy backwater in need 
of a sharp prod. But do ; « . 
they stand much chance of **? 
success? With only £50m- •;» ; 

£100m each at their dis- 
posal, they will lack fire- 
power in the context of a 
£60hn sector. 

But if - as may well be the case - they are thought to 
have covert institutional support, they may enjoy dispor- 
portlonate influence. And institutional investors will 
doubtless welcome having someone else cast the first 
stone. 

Still, they will have to choose their targets carefully. If 
persuasion fails, they may be forced to launch a hid - 
something that ran prove very costly. This will act as an 
incentive to avoid acrimonious situations. And there is 
the small matter of their own reputation; if they invest 
badly, and start trading at a discount, the embarrassment 
will be acute. 

Indeed, their impact may be visible not so much from 
how they themselves perform as from the effect they have 
on possible targets. The best defence against predatory 
investors is. of course, to improve performance. 

Some funds have already taken steps, such as returning 
money to investors or changing their mandate. But most 
have been more dilatory; they will sleep a little less 
soundly in. future. 


A & J MUCKLOW GROUP pic 

Results for the year ended 30th June, 1997 


Pre-tax profits 

£lL83m. 

+12.5% 

Property portfolio value . 

£240.25m 

+7.0% 

Dividend per Share •• 

7.00p 

+5.0% 

Net Asset Value per Share 

182p 

+13% 



PROPERTY DEVELOPERS AND INVESTORS 


*The dividend has increased every year 

for the past 30 years.' . MUCKLOW 

flie Annual Report & Accounts will be arcuiafedio Shareholders on T4ih October, 1997 
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TECHNOLOGY 


Victoria Griffith on a development that enables 
home computers to reproduce real sounds exactly 

Perfect pitch 


A nyone who has spent 
time in an entertain- 
ment arcade knows how 
annoyingly repetitive 
the sound-effects of video and 
computer games can be. A figure 
slamming into a wall invariably 
produces a flat crashing sound; 
the same figure jumping may be 
accompanied by a “boing" noise. 

A new company. Staccato 
Systems, alms to make these 
sounds flu: more realistic, if no 
less irksome. It was formed by 
licensing technology developed at 
Stanford University with funding 
from Japan's Yamaha Corpora- 
tion. Staccato digitally models 
the sound waves of the physical 
environment in an attempt to 
produce life-like audio. 

Using the new technology, the 
noise produced by a figure reel- 
ing into the wall in the computer 
game, for instance, would van,- in 
volume and intensity depending 
on bow fast it is running, and its 
own digital weight. 

The technology, which carries 
the brand name Sondius, has 
other applications besides games. 
It is already marketed to profes- 
sional musicians, enabling them 
to manipulate recordings on the 
computer and create new sounds. 
Technology allowing recorded 


music to be digitally extracted 
and reworked has been around 
for years; such advances last year 
made it possible for the deceased 
John Lennon to accompany liv- 
ing former Beatles to cut a new 
song. Staccato's products are dif- 
ferent because they will enable 
users to create life-like music in 
the computer itself, rather than 
merely mix up prerecorded 
audio. 

Because Sondius' instruments 
imitate those in real life, they 
have been dubbed “virtual instru- 
ments". Staccato builds 
three-dimensional models of the 
instruments, then directs the 
sound waves to behave in a real- 
istic fashion. Someone playing a 
real guitar, for instance, can pro- 
duce a myriad of sounds, depend- 
ing on the angle a string is hit. 
whether it is bit with a finger or 
a pick, and a host of other fac- 
tors. 

Staccato's system reproduces 
this complex world of music by 
mapping it precisely. A virtual 
guitar, for example, would imi- 
tate the effect of sound waves as 
they travel up the neck, return to 
the bridge, and emanate from the 
instrument. 

This kind of audio sophistica- 
tion is governed by a series of 


algorithms - mathematical equa- 
tions that tell the computer what 
to do with the sounds under vari- 
ous circumstances. Powerful 
computers are needed to process 
this complex information, which 
is why Staccato's technology has 
so far been available only to pro- 
fessionals. 

The company sees its system as 
a far more sophisticated version 
of a computer synthesizer, which 
has been popular with recording 
artists since the 1960s. “The prob- 
lem with the synthesizer is that 
it’s not very sensitive.” says 
Joseph Koepoic, chief executive 
of Staccato. “If you touch a note, 
it will sound the same way, 
whether you hit it with a ham- 
mer or finger it lightly.” 

With the growing power of 
desktop computers in recent 
years, mass market distribution 
of Sondius is now possible. The 
program can be ran on a Pen- 
tium n computer. “The aim is to 
have this on every home com- 
puter,” says Mary Watanabe of 
Stanford's technology licensing 
office. 

Staccato hopes music fans 
wanting to tinker with the 
recorded performances will use 
Sondius to create their own 
mixes. “If you wanted to see 



what a violin would sound like 
instead of a trumpet In a certain 
musical passage, you could do 
it,” says Mr Koepnic. 

Through the use of virtual real- 
ity, users could actually play 
di gital instruments much as they 
would real ones, then add them 
to a recorded performance. 
Because virtual reality Is still too 
expensive and bulky for the 
average consumer. Staccato's 
virtual instruments will probably 
be initially incorporated into a 


keyboard format, with each key 
representing a certain note or 
sound. 

While the virtual sound system 
may be useful to professional 
musicians and computer game 
makers, its appeal to consumers 
is unclear. Staccato Is encour- 
aged, though, by the popularity 
of mixing music recorded in the 
computer-music language Midi. 
The new software will give music 
aficionados a new, more powerful 
tool 


O ne of the pharmaceutical 
industry's most difficult 
production problems - 
purifying a drug - could be 
solved by a new synthetic 
membrane which “knows" left 
from right 

Many modem drugs are 
produced by micro-organisms in 
bioreactors. These “hot tubs” 
produce not only the desired 
molecules, but also by-products 
which are often very similar. 
Fishing out the crucial chemical 
from the complex mixture is a 
large part of the cost of bringing 
new treatments to market 
Most difficult is separating 
chiral drugs. The molecules of 
these exist in left- and 
right-handed forms, called 
enantiomers. 

They are made of precisely the 
same atoms, but arranged as 
mirror images of each other. 
Separation is vital, as the two 
enantiomers may have markedly 
different physiological effects, as 
the makers and users of 


Enzyme in a hot tub 

A selective membrane holds the hope of purer drugs 


Thalidomide found. Both left- and 
right-handed enantiomers were 
used, and while one was 
effective, the other led to the 
deformities in many of the babies 
whose mothers took the drug. 

The new feature or the 
membrane developed at Colorado 
State University (CSU> is the 
special enzymes it harnesses to 
transport the particular 
enantiomer. 

Enzymes are nature's catalysts 
and would normally destroy the 
target molecule by converting it 
into another. But by using 
neutered versions - called 
apoenzymes - the drug can pass 
unscathed. Apoenzymes, like 
normal enzymes, are expert at 
differentiating the left- and 


right-handed forms of a molecule. 
The apoenzymes incorporated 
into this membrane selectively 
carry one enantiomer from the 
complex chemical soup on one 
side to the pure water on the 
other, where they can be 
collected. 

The apoenzymes are sealed 
into the pores of a 
honeycomb-like layer by thin 
outer s kins of polypyroU, a 
plastic. 

The polypyroll has pores, but 
100 times narrower. They confine 
the apoenzymes but allow them 
to drag the smaller drug 
molecules into the membrane. 

“We have demonstrated that 
the new concept of using 
apoenzymes in membranes 


works," says Charles Martin, 
professor of chemistry at CSU. 

“At the moment, chiral 
molecules are separated by 
chromatography, but we are only 
just learning how to do this. The 
enzymes are the product of 
bflUans of years of evolution - 
they know how to distinguish 
enantiomers a lot better." 

Continuous separation by the 
membrane promises to be 
cheaper than the 
chromatographic batc& process, 
says Prof Martin. In a single pass, 
the membrane can deliver five of 
the selected amino add 
enantiomers for each one of the 
opposite type it lets through. 
However, most drug companies 
now seek final drug purities of 99 


per cent. Prof Martin is seeking 
commercial partners. 

Tn a normal murnhranft, rnulrlng 
it more choosy would restrict the 
flow erf the drug and so lengthen 
the separation process. 

But apoenzymes avoid this 
compromise as the chemical 
binding which picks out the 
target also increases the 
enantiomer's concentration at 
the membrane surface, which 
drives a greater flow. 

The rewards for success would 
be enormous, according to 
Christopher Knowles, an expert 
in membrane separation 
processes at the University of 
Kent “Drug companies have a 
very strong Interest in getting ' 
extremely good separation of 
enantiomers. This use of 
apoenzymes represents an 
interesting new advance, and 
while only a proof of principle, it 
could lead to something superb,” 
he says. 

Damian Carrington 


Unbreakable 

breakthrough 

Nanotubes are tiny but tough, 
says Gabriele Marcotti 


A material being developed 
in the US could not only 
be stronger than any- 
thing known to man, more con- 
ductive than any other non-me- 
fa Ufa substance nT *a thousands 
of times smaller than a human 
hair, but it could also open the 
door to a new scientific field. 

The nanotube is generating 
Tn ^rh excitement in scientific 
c ommuni ties, if only because it 
has unusual properties that 
could make it useful in a num- 
ber of applications. It is being 
worked on at Rice University in 
Houston, Texas. 

Nanotnbes are long strands of 
carbon molecules that develop 
when flariwu is vaporised with 
a M*** 1 and cobalt mixture and 
left to condense in very hot con- 
ditions - around 1 , 200 °C. 

“The resulting thread Is 
essentially a single layer of car- 
bon atoms arrayed in a chicken- 
wire pattern," explains Richard 
Smalley, director of Bice's Cen- 
ter for Nanoscale Science and 
Technology. “It is the strongest 
network of atoms that can be 
made. Yon can’t rng ^ < * anything 
stronger - after all, there are 
only a finite number of ele- 
ments.” 

All thin happens on a very, 
very scale as the tubes 

are just one to two atoms in 
diameter, so scientists are not 
sure how the strands are cre- 
ated. They suspect the nickel/ 
cobalt mixture forms a ball that 
"eats” carbon molecules and 
redirects them to the end of the 


tube. The tabes are wound into 
“ropes", which are virtually 
unbreakable. 

These nanoropes hold great 
promise. For instance, they are 
highly conductive, which 
means they can be used as 
replacements for telecommuni- 
cations cables, semiconductor 
circuits - basically anything 
that conducts electricity. In 
addition, because they are non- 
metallic, they are ideal, envi- 
ronmentally friendly substi- 
tutes for some of the heavy 
metals in lithium batteries. 

Their light weight and 
strength could also send graph- 
ite fibres into retirement: nano- 


ropes would replace graphite in 
everything from golf dubs to 
racing boats and even bullet 
proof vests. 

perhaps their greatest ©dap- 
ped potential is as a tool to 
study what goes on at the 
molecular and even atomic 
level. Prof Smalley believes 
that by placing them at the end 

of a sophisticated observational 
instrument they can f auction 
“like a blind man's cane" 



Richard SmaBoy 


relaying information about 
everything they come in con- 
tact with back to a computer. 
Because they are strong and 
flexible, they could poke 
around among individual atoms 
without damage to themselves 
or the atoms. 

While the possibilities seem 
endless and seductive, there are 
a number of hurdles to over- 
come, starting with costs. Prof 
Smalley’s nanotubes are pro- 
duced in powerful ovens which 
are expensive to operate and 
yield very little - the longest 
strand grown so far is 0.1mm 
long. 

Until someone comes up with 
a way of producing nanotnbes 
In large quantities at low costs, 
their uses will remain in the 
realm of theory. Yet the first 
steps have been taken: organic 
chemistry has spawned a new 
field, one that delvesinto every- 
thing from electrical devices to 
bulletproof vests. 


LAW 


INTERNATIONAL PEOPLE 


Court clarifies 
member duties 



EUROPEAN 

COURT 


The 
European 
Coart of Jus- 
tice has clar- 
ified the 
duties of 
national 
courts where 
a European 
Union member state has 
foiled to transpose relevant 
provisions of European law 
on public service contracts 
into domestic law. 

The Court ruled that 
national courts should 
Interpret existing domestic 
legislation governing other 
types of public procure- 
ment in order to determine 
whether it covers a right of 
appeal against the award of 
a public service contract 

The case arose from a ref- 
erence by the German Fed- 
eral Public Procurement 
Awards Supervisory Board 
to the ECJ under article 177 
of the Treaty Of Rome. 

Dorsch Consult, an 
unsuccessful tenderer, 
entered an appeal against 
the awarding authority’s 
decision to the Federal Min- 
istry for Planning. The 
ministry ruled it did not 
have competence in rela- 
tion to public service con- 
tracts, because the 1992 
European Directive regula- 
ting the award of such con- 
tracts had not been trans- 
posed into German law. 

Dorsch appealed to the 
board on the grounds that 
the ministry had wrongly 
refused jurisdiction. 

The board suspended pro- 
ceedings pending a prelimi- 
nary ruling from Luxem- 
bourg. It asked the Court 
whether the appellate bod- 
ies competent in relation to 
the award of public supply 
and public works contracts 
were also competent to 
hear appeals from the 
award of public service con- 
tracts, despite the fact the 
1992 Directive had not been 
transposed into German 
law within the prescribed 
period. 

A question arose as to 
whether the board was a 
court or tribunal with 
power to request a prelimi- 
nary ruling from Luxem- 
bourg- The Court said the 


board was established by 
law with compulsory juris- 
diction to perform an inde- 
pendent judicial function of 
a permanent nature. 

The Court noted that the 
determination of national 
Jurisdiction in disputes 
involving European law 
rights was a matter for 
domestic law. The sole pro- 
viso was to ensure Euro- 
pean law rights were effec- 
tively protected. 

One of the provisions of 
the 1992 Directive, which 
had not been transposed 
into German law. requires 
member states to adopt 
measures to ensure effec- 
tive review of the award of 
public service contracts. 

However, it does not 
specify the competent 
authorities to carry out 
such reviews. To that 
extent the Court said the 
provision was imprecise, 
although it was clear that 
the Implementing provi- 
sions were to be based on 
existing German law. 

The Court said it was for 
the board to determine 
whether the interpretation 
of the German law allowed 
recognition of a right of 
individuals to bring an 
appeal in relation to public 
service contracts. 

This meant determining 
whether a right of appeal 
against the award of a pub- 
lic service contract could 
be exercised by the same 
bodies as those established 
to hear appeals concerning 
the award of public supply 
and works contracts. 

If domestic law could not 
be Interpreted so as to 
include an appeal against 
the award of public service 
contracts, individuals suf- 
fering damage could claim 
compensation against the 
state for the failure to 
transpose the directive 
within the prescribed 
period. 

C- 54 1 96: Dorsch Consult 
In&enieurgeseUsehaft mbB v 
BwviesbauQQesdlscahft Ber- 
lin mbH, ECJ FC. Septem- 
ber 17 1997. 

BRICK COURT 
CHAMBERS. BRUSSELS 


Vangal to 
join Seagram 

Ramesb Vangal, who recently 
resigned from PepsiCo Foods Inter- 
national, where he was president of 
Pepsico Foods Asia, has embarked 
on a fresh entrepreneurial career 
with Seagram, the drinks and 
entertainment group. 

Vangal, 43, was the first Asian to 
win the London Business School's 
“Alumni of the Year” award in 
1996. He has been appointed pres- 
ident of Seagram Asia Pacific, tak- 
ing operating responsibility for 
Seagram’s Asia Pacific spirits and 
wine business. 

Vangal also becomes an equity 
partner in India, responsible for 
building Seagram's business In 
India, Including spirits, wine, 
juices and entertainment. He will 
also work with Seagram’s Univer- 
sal Studios Recreation Group on 
development of its recreation and 
theme park business throughout 
the Asia Pacific region. 

Such partnership arrangements 
are not unusual for Seagram, 
which has joint ventures in compli- 
cated markets including Japan and 
South Korea. 

“Our partnership with Rarnesh 


Vangal will leverage his impressive 
Asia-wide business experience to 
accelerate our growth In the vital 
Asia Pacific marketplace," said 
Edgar Bronfman, Seagram's presi- 
dent and chief executive. 

“Ramesh's leadership ability and 
entrepreneurial talent will also 
enable us to build a dynamic enter- 
prise in India that crosses the spec- 
trum of our businesses." 

Vangal joined Pepsico in 1986 as 
director of business development 
He led Pepsico’s entry into India, 
an initiative that became the basis 
of a Harvard Business Review case 
study. 

An engineer by training, Vangal 
began his career with Proctor and 
Gamble's export and special 
operations division in Geneva, 
Switzerland. 

Lisa Wood, London 

Rodrigues heads 
co-op movement 

Graham Melmoth, 58, who recently 
fought off an unwelcome takeover 
approach for the Co-operative 
Wholesale Society, parent of 
Britain’s co-operative movement, 
has decided that he had better 
spend more time on CWS business 


than roaming the world spreading 
the word on co-ops. 

Melmoth stepped down last week 
as president of the International 
Co-operative Alliance, which repre- 
sents 770m members from 94 coun- 
tries, half-way through his four 
year term. 

The co-operative movement was 
founded in Rochdale, Britain, in 
1844, but is now growing much 
more vigorously in countries like 
China, India, Japan, Korea and 
Brazil, than in Europe which has 
traditionally provided the presi- 
dent of the Geneva-based ICA. 

Melmoth hands over the presi- 
dency of the ICA to Roberto Rodri- 
gues, 65, a former minister of agri- 
culture in the state of Sao Paulo 
and president of Brazil’s co-opera- 
tive organisation. Rodrigues is the 
first Latin American to head the 
organisation and - unlike his pre- 
decessors. who have tended to 
come from the consumer side - he 
has an agricultural background. 

Melmoth. who is determined to 
keep at bay any further predators 
in the wake of Andrew Regan’s 
failed £L2bn takeover bid. said he 
spent between six and eight weeks 
a year on ICA business. 

Rodrigues, by contrast, is expec- 
ted to spend up to half his time 


with the ICA. “Roberto is a great 
door opener, and a bom diplomat”, 
says Melmoth. 

William Ba ll , Zurich 

MacMillan Bloedel 
appoints Stephens 

Turnaround specialist Thomas 
Stephens has been appointed chief 
executive of MacMillan Bloedel, 
Canada’s largest forest-products 
company, replacing Robert Find- 
lay, who is retiring. 

Analysts, who generally wel- 
comed the appointment, expect 
Stephens to focus upon she dding 
unprofitable assets and to seek us 
expansion opportunities for the ail- 
ing forestry giant 
The company reported a C$15m 
loss far the first half of this year. 
MacMillan Bloedel recorded sales 
of more than C$5bn in 1996, but 
profits still fell to C$51m, an 88 per 
cent drop from the previous year. 

Stephens came out of retirement 
to accept his new position. He is a 
forms- chief executive of Manvflle, 
the US forest products, building 
materials and mining concern. 

He is widely credited with sal- 
vaging the company from the 
bankruptcy courts and building an 


organisation that delivered supe- 
rior re tur ns to shareholders. 

Dick Haskayne. the company’s 
chairman, said Stephens had exten- 
sive experience in forest products 
and In building materials and he 
would contribute strong strategic, 
financial and operating skills to 
MacMillan Bloedel. 

Stephens began his career as a 
truck driver in his father's logging 
business In Arkansas. He later 
headed forest-products firm Olink- 
raft and then joined Manvflle, 
becoming chief executive in 1966. 

Facing several asbestos lawsuits, 
the company teetered on the verge 
of bankruptcy in the late 1980s 
before Mr Stephens restructured 
the company’s building division 
and its paper and packaging 
Operations. 

Hurt by an industry downturn 
during the past two years, Mac- 
Millan Bloedel has undergone sig- 
nificant changes by refocusing on 
its three core businesses of build- 
ing materials, paper, and packag- 
ing. 

“The industry is going through 
the basics of building a strong com- 
petitive position for the future," 
said Stephens upon his appoint- 
ment 

Scott Morrison, Vancouver 


MOVING ON 


■ Geoff Kells has resigned 
as managing director of CSR, 
the Australian building, 
sugar and aluminium group, 
citing differences with the 
board. “I did not have the 
unqualified support of the 
board for my leadership of 
CSR. I found this position to 
be unacceptable to me." he 
said. Tan Burgess, chairman, 
said CSR had strong internal 
candidates to succeed Kells 
but the company would also 
conduct an international 
search. Observers point to 
two internal candidates as 
possible successors: Alec 
Brennan, chief financial 
officer; and David Clarke, 
who heads the US 
operations. Kells became 
managing director four years 
ago having joined the 
company in 1964. CSR 
acknowledged that he bad 
steered it through a difficult 
time including its 
restructuring. CSR's profits 
fell 36 per cent last year in 
the face of lower volumes, 
price pressures and a weak 
domestic housing 

market. 

■ President Clinton has 
nominated David Aaron to 
the post of US under 
secretary of commerce for 
international trade. 


Currently serving as US 
ambassador to the OECD, 
Aaron has more than 30 
years’ experience in the 
foreign service and 
international corporations. 
He succeeds Stuart 
Eizenstat. 

■ Peter Briese, 52, has been 
a ppoin ted chief of V1AG 
INTERKOM, the new 
German telecommunications 
company backed by the 
Munich-based Vlag 
conglomerate and British 
Telecom, as well as 
Norway’s Telenor. Briese is 
relatively new to the 
telecommunications 
industry. He conies to Vlag 
Interkom after serving as 
financial officer at Agrv, the 
mixed industry and 
transport group. The 
appointment clarifies the top 
management structure at 
Viag Interkom. So far, 
Martin Foruseth of Telenor 
has been acting as board 
spokesman. But Briese faces 
a big task gearing up Vlag 
Interkom for full 
liberalisation of Germany’s 
telecommunications market 
from next January. Vlag 
Interkom is seen as lagging 
behind others in building a 
service to rival Deutsche 
Telekom. It plans to start 
0611030/ fourth digital 
mobile telephone network in 


the middle of next year. 

■ Spain's BANCO BILBAO 

VIZCAYA (BBV) has 
appointed Antonio 
Martinez-Jorquera, 52, 
managing director of its 
local affiliate Banco Frances 
del Rio de la Plata. He will 
lead the merger operation 
between the local bank and 
Banco de Credito Argent±no. 
Martin ez-Jorquera graduated 
in law and economics and 
has worked for BBV since 
1989. 

■ FOSTER’S BREWING 
GROUP has appointed 
Trevor O’Hoy chief financial 
officer and senior 
vioe-presidenL,0 , Hoy was 
formerly chief financial 
officer with Foster’s 
domestic brewer Carlton & 
United Breweries. 

■ The supervisory boards of 
AAMULEHTI GROUP and 
MTV OY have appointed 
Bjoera Mattson chairman of 
both companies and have 
appointed the same directors 
to sit on both boards in 
preparation far their merger 
scheduled to come into force 
oa April l. The merged 
operations of Finland's 
second largest newspaper 
publisher and the country's 
main commercial TV 
operator will be known as 
Al ma Me dia Oy. 

■ DETROIT DIESEL 


CORPORATION has 
appointed Charles McClure 
president and Ludvik Kod 
as vice-chairman. 

■ SOCIETE GENERALS has 
appointed Jurgen Grieb head 
of foreign exchange and 
treasury sales for Europe. 
Based in London, Grieb will 
also be responsible for 
managi n g the Emu foreign 
exchange sales strategy. 
Grieb was previously 
treasurer at Society Generate 
in Frankfurt. 

■ REPUBLIC NEW YORK 
CORPORATION has 
appointed Urs Haener 
president and chief 
executive erf Republic 
National Bank of New York, 
Moscow. Haener loins from 
Credit Suisse First Boston 
(Moscow), where he was a 
managin g director and 
president and chief 
executive officer of Credit 
Suisse (Moscow) since its 
Inception in 1994. 

■ BZW has appointed 
Andrea Munari, 35, head of 
the markets division in 
Paris. He joins from Morgan 
Stanley in Paris where from 
1995 he was co-head of 
French Franc Government 
Trading. 

■ VOLVO has appointed 
Barrie Cload executive 
vice-president Volvo Truck 
Finance (Holdings), with the 


Specific responsibility of 
developing finance and 
contract services operations 
to support the sale of Volvo 
commercial vehicles 
throughout Europe. The 
move is semi to be the 

forerunner to further 
expansion of the company’s 
operations across Europe, 
especially eastern Europe. 
Cload remains managing 
director of the parent 
company's British 
I subsidiary, Volvo Contracts, 
and chairman of three of the 
six sister companies in 

Europe. 

■ Steve King, 38, currently 
chief operating officer erf 
Zenith Media usa. has been 

i prom oted t o chief executive 
of ZENITH MEDIA EUROPE, 
MIDDLE EAST and Africa. 

He replaces Derrick Southern 
who is retiring in December. 

■ PHARMACIA & UPJOHN 
has appointed Carrie Smith 
Cox senior vicfrpreddent 
and head of global business \ 
management. 

■ PIEDMONT 
INTERNATIONAL has 
appointed Roberto Schisano 
group chief executive. He ’• = 
wastormerlypresideutand, 
chief executive of Texas 
Instruments Europe and TI : 
International Trade 
Corporation. - 

■ ANZ, the investment 


hanking arm of Australia & 
New Zealand Ranking 
Group, is continuing its 
expansion with three new 
appointments to the risk 
supervision and control 
team. Rajesh Bhatia has 
been appointed director, 
head of risk supervision and 
I control, finanHaj markets. 
Bhatia. 34, joins from 
Deutsche Bank. Tony 
Salopek and Dudley NichoUs 
have been appointed risk 
analysts, risk supervision 
and control, finanrrinl 
markets. Salopek joins from 
Socfate Generate. Dndlet 
NichoUs. 34, joins from 
Ni ppon Credit Internationa], 
■ CHINA MINSHENG 
BANKING COUP, China's 
first non-state bank, has 
appointed Cai Lulun its new 
preside n t Cai, formerly head 
of the Hunan branch of the 
People's Bank of China, or 
central hank, replaces Tong 
Zengyin, who Is retiring. 

-v appointments 

information 
v. r.-m Pew appointments 
- and retirements to 
+44 171 873 392G, marked 
-- for International People. 
/Set fax to ffiue'. . 
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INTERNATIONAL CAPITAL 


Convergence trading lifts gilts 



GOVERNMENT BONDS 


By Vincent Boland 
in London and John Labate 
in New York 

Government bond markets 
put in another strong perfor- 
mance yesterday, buoyed by 
further European conver- 
gence trading and a strong 
opening in the US. 

UK GILTS were again the 
star performer among Euro- 
pean markets, with the 
December futures contract 
setting a new high of liS'.-i 
during the day. 

The contract settled at 
117*1. up g on Friday's level, 
with 64,500 contracts traded 
on Liffe by the close. The 
10-year spread over bunds 
narrowed to 120 basis points, 
having touched 139 points at 
one point 


“The general convergence 
optimism continued in the 
market and gilts benefited 
from that It is all looking 
reasonably good at the 
moment” said Philip Tyson, 
international economist at 
HSBC GreenwelL However, 
he added that there should 
be some pause in the surge 
of gilts ahead of two auc- 
tions this week, before pick- 
ing up again going into next 
month. 

Today sees an auction of 
£1.5bn of five-year gilts, 
while on Thursday there is 
an auction of the same 
amount at the very long end 
of the curve. Joanne Collins, 
international economist at 
Nomura, noted that the five- 
year end of the curve had 
underperformed recently 
and was looking cheap, and 
that the auctions were bear- 


ish In the very short term. 

ITALIAN BTPs again ral- 
lied on convergence factors, 
although the market closed 
below the day's high The 
December contract settled at 
112.15, up 0.53. after hitting a 
record U2U9, though futures 
volume was not especially 
heavy, at 59,000 contracts. 
The spread over bunds stood 
at 60 points. 

Inflation data for Septem- 
ber being reported this week 
are not expected to hold too 
many surprises, with expec- 
tations of annual inflati on of 
between L2 per cent and 1.4 
per cent The big question is 
whether this will create 
space for the Bank of Italy to 
cut interest rates. 

Similar hopes of a rate cut 
are driving the market for 
SPANISH BONOS. Parlia- 
ment is due to vote early 


Deal links yen 
with sterling 


next month on approving 
next year’s budget, which if 
passed should allow the 
Bank of Spain to cut rates, 
analysts said. The December 
bono contract settled at 
103.79, up 0.20, on volume of 
75,800 contracts. 

GERMAN BUNDS and 
FRENCH oats were quieter. 
The December contracts 
closed up 0.09 at 102.68 and 
unchanged at 99.64, respec- 
tively. 

US TREASURIES moved 
higher in early trading after 
a weekend when the dollar 
strengthened against other 
lead i n g currencies. By mid- 
day the benchmark 30-year 
bond was up & at 100%, 
sending the yield down to 
6.342 per cent 

Prices were also firmer for 
shorter-term issues, with the 
10-year bond gaining ' g to 


100S. yielding 6.043 per cent, 
and the two-year bond £ 
higher at 1D0&, yielding 5.769 
per cent 

Prices rose in anticipation 
of a $l5£bn Treasury auc- 
tion of two-year notes on 
Tuesday and a separate auc- 
tion of five-year notes on 
Wednesday. No significant 
data releases are scheduled 
early in the week, with the 
main figures - ou durable 
goods, existing home 
and a final reading of gross 
domestic product for the sec- 
ond quarter - due on Thurs- 
day and Friday. 

“If the auc t ion is success- 
ful at t h ese levels, we should 
be relatively strong gnin g 
Into the numbers at the end 
of the week,” said Tom 
O'Connell, senior govern- 
ment trader at First C h ica go 
Capital Markets. 


Jordan 
to issue 
sovereign 
eurobond 

ByRoula KhalaL Mtdrte 
East correspondent 


New international bond issues 


INTERNATIONAL BONDS 


By Edward Luce 

The Council of Europe broke 
new ground yesterday with 
the first yen-denominated 
bond to be redeemable in 
sterling. The Y20bn issue, 
lead-managed by Nomura 
International, expires in 
October 1999. 

Officials said they had 
opted for sterling after 
extensive pre-marketing 
among Japanese retail inves- 
tors. Previous dual-currency 
bonds - a market amounting 
to US$35bn in 1996 - have 
almost all been redeemed in 
US dollars, although a few 
have had an Australian dol- 
lar link. 

Dual-currency bonds are 
popular among Japanese 
investors because of the his- 
torically low domestic inter- 
est rates in Japan. 


"This could well be the 
start of a trend," said Mr 
Takeo Sumino. associate 
director of bond syndication 
at Nomura International. 
“Japanese investors are 
beginning to realise that 
sterling is becoming a strong 
currency and that the UK 
economy is growing strongly 
at the same time as having 
the second highest interest 
rates la Europe [after 
Greece]." 

Officials pointed out that 
the coupon of 5.5 per cent (in 
yen) amply made up for the 
risk of sterling depreciating 
heavily against the yen over 
the next two years. A two- 
year bond in Japan would 
have a coupon of just 0.4 per- 
centage points. Mr S umino 
added. 

However, an official at 
another bank said Japanese 
retail investors were taking 
a risk with the yen/Steriing 
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exchange rate. Dual- 
currency bonds are 
redeemed in the matching 
currency at the exchange 
rate on the launch date. 

“UK interest rates are near 
the peak of their cycle while 
Japanese interest rates are 
at a low, so it would be rea- 
sonable to assume that ster- 
ling is going to depreciate a 
lot against the yen," the 
banker said. “The Japanese 
investor might just be cot- 


toning on to sterling’s 
strength a bit late in the 
day." 

Elsewhere, KETBANK 
NATIONAL ASSOCIATION, 
the 14th largest h ank in the 
US, came to the eurobond 
market for only the second 
time with a DM50Qm deal. 

The five-year floating rate 
note, which was underwrit- 
ten by J.P. Morgan, was reof- 
fered at eight basis points 
over three-month Libor - 


three basis points tighter 
than Its debut eurobond 
offering in dollars earlier 
this year. 

An official said the 3500m 
floater had tightened to a 
spread of around 8 basis 
points over Libor after 
launch. “We wanted to make 
sure the first deal suc- 
ceeded," he said. “For this 
deal we felt confident of 
launching at a tighter 
spread.’’ 


Jordan is to issue its first 
sovereign eurobond, of 
8100m, in a move apprently 
aimed at proving that it is a 
better credit than rating 
agencies suggest 
The issue wffl be launched 
in November, and lead man- 
ager Society Generate aim* 
to sell the five-year bonds at 
12 5 bas is points over US 
Treasuries - an aggressive 
piking for a country rated 
below investment grade. 

Jordan is rated Ba2 by 
Moody's and has been 
upgraded to BB- by -Stan- 
dard & Poor’s, tbe same 
level as Lebanon. Five-year 
Lebanese eurobonds are 
trading at about 175 basis 
points over Treasuries. 

The Jordanian govern- 
ment is not in need of funds, 
and has SI .2 bn In foreign 
exchange reserves. But uvp 
other governments in the 
regio n, it is frustrated by 
rating agencies’ assessment 
of its credit. 

Bankers say it believes a 
eurobond priced at 125 
points over Treasuries will 
send a message to the agen- 
cies that tbe market sees It 
as a better credit 
The proceeds will be used 
to buy back outstanding 
debt Jordan's debt profile . 
has improved in recent 
years, with its debt to GDP 
ratio dropping from 203 per 
cent in 1991 to 86 pa* cent 
and its debt servicing ratio 
standing at 1L5 pa* cent 
The improvement was 
achieved through debt 
rescheduling deals with the 
Paris Club of government 
creditors and debt forgive- 
ness from the US. 

Bankers say the govern- 
ment wants its sovereign 
eurobond to be sold only to 
foreign investors. 


CAPITAL MAR KUS NEWS DIGEST 

Marseilles issues 
FFr250m bond 

.sffisssassgasgs 

issue, reflecting a trend among French 

tap thecsroSalmarkets for their borrowing needs. 

Tta iS was priced to yield * bas* 
alent 10-year French government bonds. reflecting “J* 
issue's guarantee from AAA-rated insinmice company 
MBIA-AMBAC International This is a L S 
single-line insurer that provides financial 
S governments to facilitate them acceS ®!® 
markets, and the pricing of the issue was rented a the 
credit quality of the guarantor rather than the issuer. 

Marseilles is the first big French city to issue 
bond, although the smaller cities of Lille 
have previously launched deals 
guarantee. The market this year is expected to be worth 
1 FFr25bn_ compared with FFrlJSbn last year. _ 

' Patrick Daguet, director of MBIA-AMBAC, said French 
local governments were seeking to diversify their sources 
i of funding away from bank lending towards the capital 
markets, a trend that would intensify ahead of European 
monetary union. Vincent Boland 

VIETNAM 


London Club debt deal likely soon 

Vietnam and its London Club creditors are likely to reach 
final agreement on r escheduling SSOOm in commercial 
debt next month, four months behind schedule. Hanoi is 
wm - ir iwg r on a Brady-style rescheduling that would see the 
issue of bonds backed by US Treasuries, but plans have 
been delayed by red tape in Hanot 
One person close to the deal said terms could be for- 
mally agreed next month, followed by debt cancellation, a 
cash downpayment by Hanoi and issuance of the Bradys 
in November. The agreement would pave the wav for the 
communist-run country’s debut on the international capi- 
tal markets. However, the World Bank has advised Hanoi 
against incurring any further commercial debts until it 
has reduced its overall debt profile, including a bulging 
trade deficit. Jeremy Grant 

RUSSIA 


Oil group rated B+ by S&P 

Tatneft. Russia's fourth largest oil company, was awarded 
a credit rating of B+ by Standard & Poor's in advance of 
its debut eurobond in tbe next few weeks. The company, 
also the flagship for Russia's autonomous republic of 
Tatarstan, has a “healthy safety margin in terms of cash- 
flow coverages and foreign-currency.” said the agency. 

S&P added that Tatneft was one of the few Russian cor- 
porates to have posted Internationally-recognised audited 
accounts since 1994. Tatneft has oil reserves of 6JJbn bar- 
rels - enough to maintain current production far 33 years. 

Eduard Luce 
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falls as yen survives G7 


- ' By Simon Kuper 

: -;-:4*ie dollar jumped against 
; -Bw.'&Marfc but failed to sus- 
■• vjfaah.gaiiis against the yen 

- vifter'the Group of Seven 
meeting to Hong Kong on 

weekend. 

v 'l x ^>e market initially read 
. ; the.Grs cnmm unique as con- 
•.ftaining little aimed at stop- 
: .^ptag the dollar’s recent rise 
..‘-against Ihe yen. The dollar 
.jr.'adTOpced to above Y123 in 
. Asian trading. However, 
later- traders took a more 
. . , cautious view of the commu- 
rMdqufe. It referred to the 
r -weak yen, which has fuelled 
■■.Japan’s trade surplus 
.' emphasising “the impor- 
, .iance of avoiding excessive 
^ depreciation where this 
; >;hotdd lead to the re-emer- 
•gehce of large external 
i.- unbalances Previous G 7 
^.meetings this year, in Febru- 
■ arjr -and April, had also 

- expressed worry about the 
weak yen 


' A senior official at Japan's 
. ministry of finance said yes- 
terday that communique 
meant “that an excessive fall 
of the yen is undesirable*'. 
Michael Paulas, vice presi- 
dent and manager at Bank of 
America in New York, said: 
“The G7 comments were just 
a little bit stronger than the 
market expected." 

The dollar fell back to 
close in London at YI22.1 
against the yen, just Y0.3 
above Friday's London close. 
Its fall was driven partly by 
a slide in the D-Mark against 
the yen. The German cur- 
rency dropped Y0.64 to 
Y68.12. 

The D-Mark fell on waning 
prospects that Germany 
would raise interest rates 
and try to boost the D-Mark. 
Edgar Meister, Bundesbank 

■ Pound in Mtw York 

S«P 22 —Latest— - Piw, ctaae - 
Espof 1.6030 1.0115 

1 m» 1*001 uGQK 

3im 1.5960 1.6055 

1 * 1-5735 1.5090 


council member, said most 
currency rates were now at 
satisfactory levels. 

That followed comments 
from Otmar lasing, chief 
economist at the Bundes- 
bank, and Klaus-Dieter 
Kuehbacher, another of the 
bank's council members, 
who both suggested that 
interest rates may be on 
hold for the moment. Mr 
Kuehbacher said a rate rise 
would be “counterproduc- 
tive" as it would impede a 
weak domestic economy, 
particularly in east Ger- 
many. He represents Bran- 
denburg, an eastern state. 

Mr Kuehbacher also said 
that after the dollar's recent 
fall, the dollar/D-Mark rate 
was now “in a range that 
gives no more reason for 
excitement”. He concluded: 
“Our verbal interventions 
have proved effective" 

The D-Mark fell 22 pfen- 
nigs against the dollar to 
DM1.793. It fell 22 pfennigs 
against the pound to 
DM2.874. 
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■ South east Asian curren- 
cies fell after Dr Mahathir 
Mohamad, prime minister of 
Malaysia, said that curren- 
cies trading was immoral 
and should be stopped. A 
New York trader said: “This 
is totally hilarious. The guy 
is out of control.” 

Carlos Daurignac, emerg- 
ing markets analyst at 
Credit Agricole Indosuez in 
London, said: “Dr Mahathir’s 


comments are spoiling what 
was looking like an emer- 
gence of stabilisation over 
the past week." They 
implied capital controls, 
anti-market economic policy, 
and even the risk “that one 
day the markets will be shut 
to foreign investors and it 
will be very difficult to take 
funds out of the country." 

The Malaysian ringgit was 
at M$3. 1200/95 in US after- 
noon trading yesterday. It 
had been stranger than 
MS3.00 before the comments. 
Malaysian market interest 
rates rose sharply. The ring- 
git dragged down other 
south east Asian currencies. 

■ Jim O'Neill, chief cur- 
rency economist at Goldman 
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Sachs in London, said the 
GTs communique was more 
supportive of the yen than 
the market had realised. “As 
the year has progressed, the 
GTs degree of concern about 
Japan's trade surplus has 
got bigger," he said. 

The US would not let 
Japan weaken the yen to 
revive its economy. Even if 
the Japanese domestic econ- 
omy was weak, and Interest 
rates low, the yen could still 
prosper. “For the past 15 
years the yen rose because 
of trade, not because people 
were attracted by Japanese 
yields." Mr O’Neill said. 

But he felt the dollar could 
reach Y125 to the yen with- 
out upsetting the G7. Ron 
Leven, currency strategist at 
J.P. Morgan in New York, 
agreed. Looking back on the 
three G7 meetings relevant 
to currencies this year, he j 
said: “Central banks seem to 
be telling a reasonably con- | 
sistent story. They are com- | 
fortable with dollar/yen in a j 
Y115-Y125 range.” i 
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37.01 

6.826 

6025 

1.793 

0.685 

1750 

2.019 

7-280 

1824 

151 2 

7.681 

1471 

0624 

1*88 

1 

1221- 

0.914 




30.30 

5389 

4333 

1468 

0.561 

1433 

1.653 

0961 

1403 

123.9 

BJ269 

1-204 

0511 

1.137 

0.819 

10 0 

0.748 

; 

, Ecu - 


4031 

7.472 

6396 

1363 

0.750 

1916 

2210 

7.970 

199.6 

165.6 

8408 

1.810 

0.683 

1.520 

1*95 

133-7 
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Open Latest Change High Low 
Dec ’ 0.5660 15615 -0.0045 08675 0861 

Mar 15636 0.5647 -6.0046 0.5650 15S 

Jun - 08714 - - " 

■ WTO8 » 1 W«C WITMBES (TMM) Sft 125,000 per SFr 
Dec 16899 0.6885 -10014 0.6018 0.6» 


Est- vol Open frit 
21815 56.755 

20 2850 

38 2813 


0.6899 0.6885 -10014 0.6018 0.6880 9,181 37.706 

16853 16964 - 16953 16935 15 1^02 

0.7024 17040 - 0.7024 0.7005 40 163 



Open 

Latest 

Change 

High 

Low 

Eel vol Open InL 

Dec 

08278 

0.8268 

-0*010 

08318 

0*223 

25410 

72*60 

Mar 

08365 

08403 

+0*014 

08403 

0*350 

48 

808 

Jun 

N STB 

OJNOHmi 

08600 

IRES (ML 

0 £82*00 

per£ 


112 

185 

Dec 

1.BQ58 

1*662 

-0*076 

1*066 

1*960 

4,169 

28,157 

Mar 

1*920 

1.5920 

-0*076 

1*934 

1*800 

12 

236 

Jun 

- 

1*940 

- 

- 

1*850 

52 

27 


Indices 


INTEREST 


LONDON MONEY RATES 

: Sep 22 Ow- 7 days One Three Sx One 

” ni ght notice month months months year 

■.ESSr 8 " *■«. at : S 3 : 3 3 -’ » 

«»-«•'-** 7 *- 7 - 7l * 74 ; 7 * 7B ; B 

bbcount Martwi deps 7 - 8% 6^ - 04, 

IK clearing bank base landing rate 7 per cent frem Aug 7 1987 

Up ID 1 1-3 8-6 6-B »-T* 

month month months bkaitla nv^ais 

- House 'Base Rale 7*2pc tram Sep 1. ’* 7 



• SattPriee Chart go Wgh Low Eat vol Open frit 

° P °" M L, ,n 01 9289 9285 15081 133005 
090 -082 92.62 0287 15112 107004 

Mar 9287 J® 92.ro 92.65 24538 91438 

jun 92.68 K.W 92.78 10034 67033 

se ££ t® “ 56,5 57M1 

Strike — — C i^ S jun Dec Mar Jun 

Prt08 n 32 0.35 0.07 113 0.16 

g pwn 0.15 0^ ,, 021 126 0.27 

0273 0.04 0J0 0“ oM 045 142 


EMS EUROPEAN CURRENCY UNIT RATES 

Sep 22 Ecu can. Rate Change % +/- from % spread Dtv. 

rates againstEcu on day cere rue v weaken Ind. 


Italy 

Portugal 

Spain 

Ftnireid 

Den m ark 


0796709 

0.750005 

+0.009078 

-6.10 

9*5 

41 

190848 

1921.17 

+0*7 

0.77 

1.62 

-6 

197*98 

200.087 

+0*71 

1.38 

1*3 

-9 

163*26 

166.051 

+0.03 

1*8 

1.03 

-9 

5.85424 

5*6986 

+0*9839 

1*7 

0.42 

-13 

7*4555 

749723 

+0.00481 

2.06 

0*3 

-14 

216979 

2*1727 

+0*0129 

2.16 

0*1 

-16 

1*2573 

1.96914 

+0.00118 

225 

0.15 

-22 

13*485 

13.8581 

+0.0082 

229 

0.12 

-17 

39.7191 

40*372 

+0.0251 

231 

0*9 

-17 

845863 

8*1394 

+0.00317 

240 

0*0 

-20 

EMBERS 

295*69 

310792 

+0.188 

5*6 

-271 

- 

0793103 

0*85052 

-0*02895 

-13*2 

18*6 
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PUTS 

Mar Jun 

113 118 

126 0.27 

145 142 


Germany 

Austria 

Belgium 


Ecu centre! ntta Ml by to Euopeot CmnteaiBn. Curences arein daaoare&ng nitete tertngth. 
P tre a raaca itot^re are br Ecu: ■poaatethanpa denote a vrete currency Jtetpto a stew to ado 
ba o iean two ipreadte to pewantaea teSawnce btewaan to retire martat and Ecu create ana far a 
currency, and to madmun paanBiad pareznoga davtadon of to cunaney 7 ! mnrtca iate from ns Ecu 
I eamrai Me. 17/anK Swung upended from BtM. tefustmanl csfotetad by to Ftaonoid hmea. 

■ PHHJUPBJWBA SB C/SOPTIOIIB £31^50 (pania per pound) 

Strike — CALLS POTS 

Price Dot Nov Dec Oct Nov Dec 

1800 2.00 280 380 109 2.08 2.59 

1810 1.43 283 2.70 1.42 281 389 

1820 1.00 1.71 281 280 386 386 

PreviouB dvTi wL, Cate nte Puta nte . tow. day"# open Inu Cate nib tots n/a 

■ PHBLAPmriHrt SSD-MAHK7S OPTIONS DMK.B00(S per DM) 

Suite CALLS PUTS 

Price Oct Nov Dec Oct Nov Dec 

0860 184 184 182 088 168 085 

0865 0.56 086 184 089 080 186 

0870 086 175 180 0.89 1.16 184 

Previous dayk wL Cate n/a Puts n/B. Prev. days apart fra. Cate n/a Puta nta 


Sim points of 103% 


base LENDING rates 


— % 

7 m Duncan Lawne 7 ™ 

Adam A Company 7W Limited 680 

AfbadbtEhBarAlGB) 7.W Fmreia i 6 Gen Bank 100 

MHawyAnsbtaw' .RobteiBemlnfl&CorsO 

'BankofSaroda .QUnness Mahon 780 


BsnfcofSaroda *QUnness Mahan 780 

n«icoBiteaa Vizcayn 700 Hat* Bar* AG Zurich 7.00 
BanhQf Cyprus 7 -™ u , 7 m 

Bankoflretertd 7M & Gen hv Bk.7.m 

ES- i ^ 

;® ESS* 1* 

HMCdflperaw*' 530,4 -sea Brothers 7 “ 

CeuttaCo 'J* ^BkolScctari 780 

popular Bar* <■« 


Scottish Widows Bank 780 
•Singer 8 Fitedtandar 780 
•SmNt 6 Wftnst Secs 780 
Sut BanMng CWp Lkf 780 
TSB 780 

United Bank ol Kuwatt.780 
Unity Trust Bat* Pic 780 
WhaeamyLadsw 7.oo 
Yorttsfire Bank 780 

• Mentiere of London 
tnveatmont Barking 
AssooaJton - 
* hi utfriinteb atari 



Open 

Latest 

Change 

rtgh 

Lew 

EsL vol 

Open InL 

Dec 

94.18 

94.19 

- 

94.19 

94.18 

40,716 

584,312 

Mar 

94.12 

94.14 

♦0*2 

94.12 

94.10 

41,902 

396*69 

Jun 

■ US T 

94*3 

Hmiwri 

94*6 

MLL FUJI 

[IRES (IMN 

94.04 

0 Sim pei 

94*2 

rlOOM . 

34*94 

304*73 

Oeo 

94*4 

84*8 


94*6 


294 

4*32 

Mar 

94*5 

94*7 

- 

94*7 

- 

336 

2*65 


A1 Open fateratt Sqs. tea far pnwtoua dqy 
■ EUBOMAHK OPTIONS (UFFE) DMIm poims cif 100% 


Strike 

Price 

Oct 

Nov 

CALLS - 

Dec 

Mar 

Oct 

Nov 

PUTS 

Dec 

Mar 

9800 

040 

042 

042 

0*7 

0 

n.fg 

002 

0.10 

9625 

0.17 

0*0 

0*0 

013 

0*2 

0*5 

0.05 

0*1 

8650 

0*2 

0*4 

0*5 

0*4 

0.12 

0.14 

0.15 

0*7 

9879 

0 

0*1 

0*1 

0*1 

035 

036 

0*6 

0*9 

9700 

0 

0 

0 

.0 

0*0 

0*0 

060 

083 


E*L vaL totaf, Cali 7614 Puts 1161ft, Previous day's open frit. CMa 241668 Pals £18372 
■ EtHW SWISS ntAHC OPTIONS (UFFE) SPr 1m points o( 100% 


Strike 

Price 

Dec 

- CALLS - 
Mar 

Jun 

Dec 

— PUTS - 
Mar ■ 

Jun 

8828 

017 

ai8 

017 

018 

040 

064 

9630 

0*7 

0.09 

0*9 

033 

0*6 

0*1 


BIRMINGHAM MIDSHIRES 
BUILDING SOdETY 

£200,000,000 

Floadog Rate Nous due 2000 

For the three months from 19th 
September 1997 to 18th December 
1997 inclusive the Notes will carry 
an hnercat rate of 7.35547% per 

MITWHM 

The interest amount payable per 
£10.000 will be £183.38 on 19tb 
December 1997. 

AGENT BANK: 

BARCLAYS RANK PLC 
BGSS DEPOSTTOKY SERVICES 
1 ANGEL COURT 



LEGAL NOTICES 


N.X U(B of 1997 

IN THE HIGH COURT OF JUSTICE 
CHANCERY DIVISION 
COMPANIES COURT 

IN THE MATTER OF 

[PECO HOLDINGS PLC 

- and- 

IN THE MATTER OF THE 
COMPANIES ACT 1985 
NOTICE IS HEREBY GIVEN that ibe 
order of (be High Court of Juiiice 
1 Chancery piviaioni dated 17th Se p t e mber . 
•ancDoling a Sctierao of AmngeuMail and 
confirming a redaction of capital of the 
drove named company from £L5UU,nCO 10 
CJ99.935.7n and to Minute approved by 
die Court ebawmg with mpcci 10 ihe 
capital of die laid company as altered die 
several particular* reqaued by the above 
mentioned Act were registered by ibe 
Rexnmn of Companea on ISO, Sepronber 
1997 

Dared to 23+d day of September 1997 
ASHimsr MORRIS CRISP 
Bfoadwdk Hcrose 
5 Appold Sireec 
London EC2A2HA 

SohaBn lor to above named corapeny 

NOTICE TO BOND HOLDERS 
SUMITOMO 

METAL INDUSTRIES, LTD. 
in 2MB9JMMW T UB TCR CENT. 
BONDS DIE 1999 

NOTICE IS HEREBY GIVEN to the 
holders of to above mentioned Bomb dm 
The Nippon Crcdti Bank, Ltd., has 

resigned si Ratal Agent. Paying A pent 
and Replacement A geni for Sumitomo 
Metal Industries, Lid. in coonertun vith 
ibe above man toned iuuc effective as 
from 30th September. 1997 and the The 
Sumittnc Bank. Ltd of Temple Court 1 1 
Queen Victoria Sard. Lenka BC4N 4TA 
has been ipprarerd as the Successor Fiscal 
Agent. Paying Agent and Replacement 
Agenr. effective as from 3Uh Se p te m ber. 
1997. 

23 September 1997 
StmnuxDO Moat bteorics. LuL 

GENESIS FAST FOOD LIMITED 
uoacsj: ntUNROlIt DIUNBBL Roan 
AtRHCBM.CBBHm 
GogmLYT wr wwt 
Nona K I«af8l QVIM Pul on 11 1 W 

H ] C OUura ul tennHI km tontn. Nr» Cirdm 
tose. JB Haon Cate Unfai fClti at* red PMp 
lera of Pared km Mn. Sowre^i How. Own 
Street umdwan SH» »<«« bpokiitd fete 

Adrensam Bpr+vm pr to dm uopM, into 

the perm fpoietmd la 1 iMwaHr* dated 19 
5q«a«r19N radii Ddtto.H9iMd by toftyl 


orer rB to *de«il«fc.a»» aad prppmr 1 

anpmrbodipmMmkwt. 

OurdtoneiSrpteteloST 

UJCOiOHMfteitdnastdM'fannr 




1997 INTERIM NET EARNINGS: 

+ 43% TO FRF 1,035 MILLION 

( ( Consolidated not earnings for the first six montlis 
of 1997 topped 1 ; RF 1 billion. This provides further 
confirmation of the clear improvement in our profitabilmv 
Uc will continue on this track 
in the coming months } ) .. 

1 

I 

Antoine Jc-cr.cC'urt-Gaiiin-j-i - Chairman of AGF 


Sharp improvement in profitability 
First half consolidated net earnings were FRF 1,035 million, 
a 43% increase period on period. Earnings growth continued, 
despite the impact of new tax measures in France, which are 
now reflected in results. 

Earnings have soared 125% in two years. 


Net Income 
over two years: + 125% 
Net earnings, group share 
(fRFmtflonj) 

1.035 


First half 1997 
consolidated premium 
income + 5,9% 

im FRFbttore) 

Insurance Crcta 

outside Franco Insurance 


1st half 1st half 
1996 1997 


Life Insurance 
In France 


Earnings contribution by business: 


fin FRF miBlons) 

Life insurance In France 
Non-life Insurance m France 
Insurance outside France 
Credit Insurance 
Reinsurance 
Banking 

Holding companies 

Amortization of goodwill 
Impact of tax measures 
Consolidated net earnings 


First half 1996 Hrvt half 1 997 

164 285 

386 716 

560 (60) 

165 239 
91 

(327) 29 

(143) 462 

(173) (488) 


Striding ahead 
in all businesses 

« return on capita) employed 
before amoritzaoon 
of goodwill: 13.9% on 
an annualized basis 
(9.5% in 1996); 

• strong improvement 

In earnings contribution from 
life and Non-life businesses; 

• banking activities broke 
even before amorthadon 
of goodwill; 

• overhaul of UK subsidiary; 

• continued divestment 

of low yield property assets; 

• increased momentum 

in financial management; 

• unrealized capital gains; 

FRF 29.7 billion {+ 74%); 

• total net asset value: FRF 282. 


Resides available 
on AGF web sit es 
httpt //www^gtfrf 


NOTICE TO BONDHOLDERS OF 

GVC CORPORATION 
(“the Company") 
(Incorporated aa a company toted 
by aharea In Taiwan, RO.C) 
USF1 50800800 
Zteo Coqpoa CredHa doa 2002 
(tha Bondal 

THIS NOTICE IS HEREBY 
OVEN tot to Qxnpeny b» defer 
ncacd to Ex Separator 30. 1W7 a to 
ten CMnUdekM Dale. In ankr to be 
regjured la to Coopaayli sack ba» 
hr bottom radi Coteofitfation Date. 


U to CbtefMf* 

Ajte'k cfDcc o 
cr than the time c/ 
te 29; 1997. After 


rODRaian- 


BmdboUaxdnAicawdltebto 
■fenni lad Cbodkioaf ti to Boadi coa- 
uiaediii toOffirag Cfcaiardated Mqr 
7. 1997 for specific proetaooj cooc tn t- 
ajtocxwvwstetjgtoanaeteagtoibc 

Boadi. 

GVC CoaroaATCn 

8rCffB4MO,NA 

u htnopol Cfiawraare Agm 
Dated: Sqaotibo 23 . 1 W. 


BANCO FIBRAS.A. 

(Incorporated with lirmrrJ liability under the Jam of the Federative RcpuHie 1 / Rnah 
Extension of U 8850800800 101/2 per eenL Notes doe 1997 
ksaed under a UJS-S15Q,000,000 Euro- Medium Term Note Prottramme 

I. Notice is hereby given pureuant to Cmdirkm 15 of the lerms urtd conditions 
(the “Conditions’*) of the U8550800000 101/2 per ccra. Notes due l*»7 
llhe “Notes”) of Banco Fibre S.A. ithe “Issner"l. that all amounts of 
pri n cipal and interact due at respect of die Notes and related Cc+ipons will be 
paid to the holders of the Notes and related Coupons on 29 September 1997 
in accordance with Ibe Condi lions agam«i tunender of the Notes and related 
Coupons to the Paying Bank. 

I 2. The Issuer has agreed with West Merchant BanL Limited as arranger ihaL 
subject to ibe satisfaction of certain conditions precedent, the Notes will be 1 
amended with effect from 29 September 1*W to extend their final maturity 
from 29 Septemb er 1997 to 2b March 1 WS, At the same time a number of 
Other modifications will be made 10 the Conditions of the Notes las 
extended, the “Extended Notes”). 

3. For further mformarion. holder* of Notes should contact WMB Capital 
Markets on + 171 623 6711 at 33-36 Gracechureli Street. London EC3V 
OAX by 5.00 pm. fLondon Tune) on 25 September 1997. 

The date of tfiis notice is 23 September 1997. I 


Gil voL total. Cafe 0 Bus 0. Prevfaji da/a open H. Cafia 2950 Ada 2310 
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COMMODITIES AND AGRICULTURE 


El Nino 
clouds world 
grain outlook 


By Aitson MaittamS 

A good world cereal harvest 
nest year is essential to 
replenish depleted global 
stocks, but the prospects 
have become clouded by El 
Nino, the UN's Food and 
Agriculture Organisation 
said yesterday. 

The FAO’s latest forecasts 
for this year's cereal crops 
indicate a repeat of last 
year’s good harvest But 
they are lower than previous 
estimates because coarse 
grain crops in the US and 
China do not look as good as 
anticipated. 

“ At this level, cereal out- 
put would be dose to expec- 
ted consumption require* 
ments in 1997-93 and stocks 
would remain virtually 
unchanged from the previ- 
ous year’s low level." said 
the quarterly Food Outlook. 

Although many 1997 cereal 
harvests are complete, some 
important crops have yet to 
be gathered and could be 
affected by El Nzno - the 
global reverberations caused 
by a periodic warming of the 
tropical Pacific ocean by a 
few degrees. 

The FAO forecasts that by 
next year cereal stocks will 
be 280m tonnes, about 14m 
tonnes lower than expected. 
The global ratio of stocks to 
consumption will be about 
15 per cent well below the 
17-18 per cent the FAO con- 
siders necessary to safe- 
guard world food security. 

“With the margin of secu- 
rity provided by reserve 
stocks at a relatively low 
level even a small reduction 
in crop estimates could lead 
to sharp price rises, with 
serious consequences for the 
food security of many low 
income food-deficit coun- 
tries," the FAO said. 

The organisation said 29 
developing countries were 
already facing food emergen- 
cies. These were mainly in 


COMMODITIES PRICES 


Africa but included Iraq and 
several countries in the for- 
mer Soviet Union. 

However, the FAO pointed 
out that El Nifio was due to 
peak between December and 
March “and therefore it is 
the 1988 cereal crops, which 
are yet to be planted, that 
are most at risk". 

The impact was likely to 
be felt most severely in the 
southern hemisphere, 
“where severe weather 
anomalies may result”. 

The FAO puts 1997 cereal 
output at l.STbn tonnes, only 
marginally below last year's 
record production and just 
above forecast cereal con- 
sumption. Wheat output is 
forecast at 59im tonnes, up 
4m tonnes, and coarse grains 
at 898m tonnes, down 8m 
tonnes, with rice accounting 
for the remainder. 

Turning to specific 
regions, the FAO estimates 
the Russian grain harvest at 
77m tonnes, compared with 
80m tonnes forecast by the 
Russian government and 
69.3m tonnes last year. 

Boris Yeltsin. Russia's 
president, last week trum- 
peted the country’s return to 
a bumper harvest, predicting 
that up to 10m tonnes could 
be sold on the world market 
Grain experts said yesterday 
most of any Russian surplus 
would be sold to countries of 
the former Soviet bloc, with 
some possibly going to Tur- 
key and north Africa. The 
surplus would be mainly 
barley and wheat for animal 
feed. 

This year's global harvests 
have already produced an 
abundance of lower-quality 
feed wheat, so competitively 
priced Russian supplies 
could depress prices. 

However, lower prices 
could in turn encourage live- 
stock-producing countries to 
switch from maiae to wheat 
for their imports of feed 
grain. 


Worries over Asian economies hit copper 


MARKETS REPORT 


By Afison Maitland 
and Kenneth Gotxling 

Worries about the impact of 
slowing economic activity in Asia 
on base metals demand helped 
depress copper prices on the Lon- 
don Metal Exchange yesterday. 
Copper for delivery in three 
months barely managed to remain 
above the important $2,100 a tonne 
level, ending late trading down $26 
at S2.1Q2 a tonne. 

“The strongest period for base 
metal demand is now b ehind us. 
Demand wQl fall in Asia as growth 


slows. Demand in the US and 
Europe should also slow next year. 
So It is very difficult to make out a 
strong bullish case for base metals 
prices,” said Ted Arnold, analyst at 
Merrill Lynch in the investment 
house's Commodity Markets 
Trends publication. 

He suggested copper prices 
might fall below 35 cents a pound 
($1,878 a tonne) for a time but 
“such low price levels would not be 
sustainable for very long”. 

The “crunch tune" for copper 
would be in October, said Mr 
Arnold. If LME stocks started to 
fall again, copper prices should sta- 
bilise at about present levels. 


“They might even rise towards the 
KL a pound level [*2^04 a tonne] for 
a time. But we doubt if fomar^ 
will be strong enough to push 
prices much higher than $1 for any 
length of time. If copper stocks go 
on rising throughout October and 
beyond, then we could be looking 
at 85 ceits." 

Alan Richards, analyst at BZW 
Research, also cut his copper fore- 
casts “to reflect the effect of a tem- 
porary slowdown in growth in the 
Asian Tiger' econ omies", but he 
suggests In BZWs Metals Week 
that stocks can be expected to start 
to fall again in October, when con- 
sumption is seasonally stronger. 


BZW has reduced its second-half 
1997 copper forecast frum 110 cents 
a pound ($2,424 a tonne) to 105 
emits ($2514) and its fiist-balf 1998 
forecast from 120 cents ($2,645) to 
103 oet rts ($2580). 

Tightness in the LME's zinc mat' 
ket showed no sign of letting UP 
ami the premium for metal for 
immediate delivery compared with 
three-month zinc, or backwarda- 
tion, was $240 a tonne yest erda y. 

“The widening of the backwarda- 
tion points to continued rolling for- 
ward of short positions and further 
■H gh t pPRs to come,’' said Jim Len- 
non, analyst at Macquarie Equities. 

Robusta coffee futures edged 


higher on LifTe yesterday, provtd- 
tof only a weak follow-through 
m Friday s shott-ccvenngi raUy 

The contract +0" \o\ ember 
died S2 higher at S 1.538 a tonne 
in reasonably active trading as 
Peculation about the impact of the 
EL tffio weather phenomenon dom- 
inated the day, , . 

Cocoa futures were subdued in 
London. There was Utt* reaction 
to potentially bearish news that 
was moving into Ivory Coast 
growing areas and thus improving 
the prospects for a large crop. How- 
ever, New York afternoon trading 
saw December rise $5 to $1,655 a 
tonne. 


Half gold mines ‘unprofitable’ 


Despite jump 
in demand, 
prices have 
not recovered 


By Kenneth Gooding, 

Wrung Correspondent 

Nearly half the world's gold 
mines are unable to show an 
accounting profit at current 
gold prices, according to the 
Gold Fields Mineral Services 
consultancy. 

Stewart Murray, GFMS 
chief executive, said: “I find 
it hard to imagine that hedg- 
ing by producers will con- 
tinue to impact the market 
for very much longer at the 
kind of tonnages seen 
recently, unless there is a 
meaningful recovery in the 
price." 

In its latest gold market 
update, GFMS estimates that 
forward sales and option 
hedging by producers added 
192 tonnes to gold supply 
In the first half of this year, 
whereas not one tonne was 
made available in this way 
during the first half of 
1996. 

The review shows that 
South Africa was the high- 
est-cost producer in the first 
half of this year, with «mh 
costs of US$318 an ounce, fol- 
lowed by Australia, at $272 
an ounce; the US, at $222 an 


World gold 

Tonnes In firwt half of year. ' 1 
Supply •• 

Mine production 1,145 1,1® 

Official sector salaa - 
Old gold scrap 366 

Disinvestment .£ 

Total supply ~ 1.732 “ 2JB2& 

Demand ' 

Jeweflay 1,377 1,59 & 

Total fabrication j ■: 

Bar hoarding 100 : 16? 

Total demand 
Sauna; GFMS 




ounce; and flawaria , at $221 
an ounce. 

Producer hedging, private 
sales and disposals by cen- 
tral banks from their 
reserves helped to fill the 
growing gap between newly 
min ed gold and d eman d in 
the half-year, the GFMS 
review suggests. 

There was an increase in 
mine output in spite of low 
gold prices - but it was only 
L4 per cent compared with 
the same months of 1996 at 
1,161 t onnes . 

Demand, meanwhile, rose 
by 17.1 per cent to a record 
2,028 tonnes. 

“The first half witnessed 
the largest-ever shipment 
of physical gold to the Asian 
markets, above all to the 
Middle East and India, with 
almost all of this being 



-.1,732 


destined for private sector 
purchases,” the review says. 

The bulk of the gold went 
into jewellery, but bar 
boarding and electronics fab- 
rication were also important 
contributors to the jump in 
demand. 

GFMS points out that 597 
tonnes of above-ground bul- 
lion stocks were mobilised to 
fill the gap between mine 
supply and demand. 

There was an estimated 
220 tonnes of net central 
bank sales, including 200 
tonnes of central bank gold 
whose sale has still to be 
announced. 

In the first half of 1996, 
the gap between mine sup- 
ply and demand was 333 
tonnes. 

The survey says it is too 
early to judge the impact of 


recent turbulence in the east 
Asian markets for shares, 
currencies and real estate, 
but, if the turmoil continues, 
the overall impact on wealth 
— fl pri gold purchases - is 
likely to be negative. 

However, the flow of gold 
from central banks, private 
sellers and producer hedging 
is not likely to be enough to 
push the gold price below 
present levels For any length 
of time, the review suggests. 

“The possibility of the 
price being forced down to 
the $280 [an ounce] level, 
which appeared to induce 
panic among some producers 
a few months ago, now looks 
excessively pessimistic.’' 

Gold Update J from GFMS. 
Greencoat House. Francis 
Street, London SW1P 1DH, 
UK mo or USS180. 


Texaco transfers 
Burma assets 


By Arkady Ostrovsky 
in London and Ted 
Bardacke in Bangkok 

Assets in the Tetagun oil 
and gas field in Burma 
moved from US to A sian 
bands yesterday, with Tex- 
aco t ransf erring its share of 
the project to Petronas, the 
Malaysian state oil pro- 
ducer. 

The decision by Texaco to 
sell its 42L9 per cent share in 
a south-east Asia project fol- 
lows US investment sanc- 
tions against the military- 
ruled state of Burma. The 
effective replacement of Tex- 
aco by Petronas marks a 
trend which analysts had 
been predicting since the 
sanctions were announced. 

Texaco said its decision 
was dictated by an assets 
review, but analysts said it 
was the result of the US 
sanctions and Texaco's 
attempt to improve its pub- 
lic image- 

“It was a politically moti- 
vated decision. After all the 
publicity of racial and sex- 
ual discrimination last year, 
Texaco had to appear whiter 
than white,” said Peter 
Hitchens, o3 analyst at Wil- 
liams de Broe. 

Petronas was assisted in 
the acquisition of its 36.4 
per cent stake in Yetagun by 


Premier Oil. of the UK. Pre- 
mier used its pre-emptive 
right to acquire Texaco's 
stake for S260m and trans- 
ferred most of it to 
Petronas. Premier, which 
had a 25.9 per cent stake in 
Yetagun, increased its own 
interest by 6.6 percentage 
points and assumed the 
right to operate the project. 

Analysts said the deal 
strengthened Premier’s posi- 
tion in south-east Asia and 
gave it a strong strategic 
partner. “It is an important 
deal for Premier because it 
gives it a strong presence in 
the market which can only 
grow,” said Sarnie Gray, oil 
analyst at Williams de Broe. 

Premier and Petronas are 
to co-operate on other poten- 
tial projects to Asia. 

Charles Jamieson. Pre- 
mier chief executive, said: 
“This is a tremendous 
opportunity to strengthen 
our position in Asian gas 
and optimise the develop- 
ment of the Yetagun field by 

asenming operators hip." 

Tim Whittaker, oil analyst 
at UBS, said the deal also 
secured the future of the 
project and put a bench- 
mark on the valuation of the 
Yetagun field, which has 
proven reserves of IJSOttm 
cubic feet of gas and 48m 
barrels of condensate. 


BASE METALS 

LONDON METAL EXCHANGE 

( Prices from Amalgamated Mate! Trading) 

■ ALUMINIUM, 99.7 PURITY (S par tame} 


Precious Metals continued 

■ GOLD COMBC (100 Troy az.; S/boy az.) 


GRAINS AND OIL SEEDS 

■ WHEAT UFFE (100 tonnes; £ pa- tanna) 


SOFTS 

■ COCOA LIFFE (10 tonnes; EAonne) 


MEAT AND LIVESTOCK 

■ LIVE CATTLE CME (4O,0CXKja; oants/tos) 



Ceeb 

3 mfln 

Clone 

1B54-55 

1652-53 

Previous 

1635-6 

163040 

HifllVtoW 


165871638 

AM Official 

1661-62 

1652-53 

Kerb dose 


1654-56 

Open ire. 

256,614 


Total ckAy turnover 

90308 


■ ALUMINIUM ALLOY (S per tonne) 

Close 

1450-60 

1483-88 

Previous 

1450-55 

148065 

HlQti/knv 


1482 

AM Official 

145055 

148065 

Marti ctoro 


1480-00 

Open InL 

5X56 


Total cfcPy tunow 
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■ LEAD (S per tonne) 


dOfifl 

617-18 

627^-200 

Previous 

62021 

630-1 

High/tow 


635/B28 

AM Official 

6105-200 

623-206 

Kerb dose 


035-38 

Open InL 

31.772 


Total daJy turnover 

4,787 


■ NICKEL (S per tonne) 


Close 

6380400 

6480500 

Previous 

6445-55 

654045 

K0W1OW 


655076470 

AM Official 

6380-85 

648085 

Kerb dose 


8510-20 

Open irt. 

51.908 


T«N daiy lunowr 

15,999 


■ TW (5 per tonne) 



Closo 

558000 

583035 

Previous 

5610-20 

586066 

TBgMow 


5600/5600 

AM Official 

5565-70 

5615-20 

Kerb does 


5645-50 

Open iriL 

15.176 


Total dafly turnover 

<L618 


■ ZINC, special Mgh grade (S per tonne) 

One 

1062-57 

1421-22 

Previous 

1643-0 

1413-5 

HlaMaw 


1445H406 

AM Official 

1868-SO 

1419-20 

Kerb doom 


144046 

Open ire 

84,043 


Total daffy turnover 

32.041 


■ COPPSL grade A IS per tom) 

Close 

2072-73 

2099-100 

Previous 

211011 

2130-31 

HtgMow 

2095.5 

2125/2098 

AM Official 

2090905 

2115-16 

Kerb doss 
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Open InL 

147X58 


Tots) daffy turnover 

55L248 
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Otf* 



... 


Sett Ds/e 

Open • 


Price ctaept IV> 

to* 
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price deupe Mgh 

Low 

W 

tat 


pike t 

itaege 

Mgh 

Low 

Wot tat 


Mr ctunpe Ugh leer 1M 

tat 


3212 

- 

- 

_ 

97 

- 

Sep 

8525 

-0.75 

- 

- 

- 

18 

8»P 

1089 

-4 

_ 

_ 

25 » 

Oct 

80300+0X00 88450 67.725 0714 

27X117 

Od 

3216 

- 

322.4 
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296 

7.954 

■M 

8825 

-075 

8045 

8500 

178 

3202 

Dr 

1119 

-10 

1127 

1117 1X80 50236 

Dr 

68X25-0.100 68075 68.450 4,186 

33049 

Dr 

323.1 

+0.1 

3236 

3222 24X85 

117k 

Ju 

8820 

-080 

8825 

8705 

81 

3,118 

Mr 

1138 

-11 

1148 

1139 

708 48279 

Mi 

71.475-0100 71050 71.325 1^02 

15005 

Mi 

324.6 

+02 

325.1 

3240 

87 15X85 

Mar 

90.15 

-085 

9000 

8090 

75 

2221 

May 

1157 

-10 

1160 

1157 

55 20887 

tar 

74275-0090 74.425 74.125 712 

9066 

tar 

37fiJ 

♦0.1 

32B.6 

3265 

215 

5.731 

Itay 

921$ 

-0.85 

9225 

3225 

45 

1X84 

JU 

1172 

-8 

1178 

1175 

S3 8773 

JUB 

70875-0025 70975 70750 272 

0477 

Jr 

3282 

+0.1 

328.7 
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36 

8/15 

M 

94.15 

-085 

94J50 

94 JO 

5 
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-8 

1180 
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180 12200 

tag 

70590+0200 70800 70X75 43 
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» 10258 
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2X82T708GB 

TOtri 

10X31 

92JU6 


PLATINUM NYMEX (9Q Troy qz.; Srtray at.) 


n LME AM Offlcte! E/S rale: 1.6023 
LME Ckateg PS rate: 10025 

Spat 1J0B S nte 1.5963 B Me 1.5*6 8 nte 1 -5BS 
■ MGH CHAPE COPPER (DOMEX) 



Sett 

n*/» 




Opes 


price ctaage Hgfa 

Lew 

net 

U 

Sep 

9385 

-105 

9400 

93.80 

431 

1092 

Oct 

9420 

-105 

9010 

9420 

429 

3075 

Nov 

95.00 

-1.00 


S50O 

163 

1.799 

Dec 

85.45 

-non 

9030 

9L80 

4020 27082 

Jr 

9505 

-000 

98.10 

9500 

82 

1.020 

Ft* 

retai 

8505 

-005 

90Z1 

9620 

40 1051 
8014 E20BO 


PRECIOUS METALS 

■ LONDON BULLION MARKET 
(Prices BUppfad by N M Rothschild) 

GaWfTroy az) S price E equtv SFT equhr 

Close 32060-021.10 

Opening 32090- 321.20 

Morning ft* 321.10 200.062 471.375 

Afternoon fix 320.SS 200.069 471.329 

Da/s High 321.40-321 .70 

Da/s Low 32080-321.20 

Previous cfose 3ZUXKJZL50 

Loco Ldn Moon Gold Landtag Rates (Vs US3) 

1 month .341 8 months „~S09 


Zmomha , 
3 months . 


_&2Q 12 months . 


-3.03 


.3.19 


Silver Rx 

fVtroy qz. 

US CtS aquiv. 

Spot 

293.90 

47125 

3 months 

29800 

473.75 

0 months 

3TO20 

477.75 

1 ytrir 

308X0 

46700 

Gold Coins 

$ price 

E equlv. 

Krugerrand 

319-321 

189-201 

Maple Loaf 

- 

- 

New Sovereign 

75-77 

47-48 


Oct 

437.4 +-72 4370 

4320 

2005 8.751 

Jr 

4260 +6.7 4270 

4220 

1051 4JM8 

tar 

4170 +52 4190 

4100 

4 625 

Jri 

4130 +52 

- 

1 3 

Tew 



42B2 13X25 

M PALLADIUM NYMEX (100 Tray ozj S/troy <E.) 

Sep 

196.00 -400 197.00 19300 

49 129 

Dm 

19100 -400 135.00 19225 

469 3,099 

Mar 

19000 -400 10200 18100 

- 322 

Jen 

18900 -400 19150 19300 

- 107 

iew 



518 3067 

M SILVER COMEX $000 Troy az; Cantafeoy ceJ 

Sr 

4630 -32 4830 

4630 

124 271 

Dr 

4670 -32 4710 

4660 

9006 52009 

J» 

4680 -11 

- 

2 22 

Hw 

473X -10 475.0 

471.5 

1044 12062 

Mr 

4760 -2.9 4760 

4760 

226 3085 

jet 

480.4 -20 4860 

4830 

62 2062 

Tew 



120BZ 78048 

ENERGY 



M CRUDE OB. NYMEX (1000 barrels. SAwreO 


Letaat Da/s 


OPR 


price Range HlgS 

bur 

«0l tat 

Oct 

18.84 +020 1866 

1907 28274 48.435 

Nev 

1905 +0JZ 1907 

1903 25237 87015 

Dr 

1904 +003 1907 

1901 

8,003 59062 

Jr 

1906 +001 1896 

19.70 

4034 36044 

Mi 

1904 +028 1908 

19.78 

1,148 17050 

Mw 

1905 +028 1907 

19.78 

340 10,428 

TOW 



71012404,183 

■ CRUDE OIL IPE (S/barrsQ 



Uteri Da/s 


0p« 


price ctange High 

Lew 

M tat 

lev 

1808 +028 18.71 

1048 17054 73029 

DR 

1878 +028 1800 

18.58 

4034 24091 

J» 

1802 +024 1804 

18.82 

1027 21,176 

Fob 

1800 +022 1680 

18.70 

176 7.941 

Mar 

1805 

- 

- 3099 

AW 

18.49 

- 

79 2023 

ToW 



ate nte 

■ HEATING Ott. NTHBt (42000 US grilLi CAE gats) 


Uteri De/s 


Opn 


price driBoe Hgfa 

Low 

M U 

Oct 

55.00 +1.55 5500 

5450 

8.744 3102a 

Dev 

5505 +108 5500 

5405 

3023 34,479 

Dr 

56.70 +123 56.70 

55X7 

2,671 34058 

Jn 

5700 +1.13 5700 

5600 

912 21091 

Mi 

57.40 +103 57.40 

5650 

434 12043 

Mar 

56.45 +003 5605 

5600 

387 9036 

TeW 



17064151008 

■ GAS OIL IE (Stones) 




Sett tuft 


Opee 


price rtisnpB Hgh 

Low 

W tat 

Oct 

109.75 +325 17000 165.75 

90® 25,446 

Hoc 

17100 +100 171.79 18800 

3,1® 15X85 

Dr 

17200 +2.75 17325 15900 

2X30 17018 

Ju 

17400 +275 17400 17100 

922 12055 

Mi 

17425 +250 174.90 17225 

302 7,447 

Mar 

172.75 +2.00 

170.75 

141 4013 

Total 



13020 94078 

■ NATURAL tSAS PE (1000 *enm pro per tan) 

Oct 

11.000+0.110 11.000 10850 

376 1.160 

Nev 

13290 +0040 13290 13280 

50 870 

Total 



450 am 

■ NATURAL CA® H1HQ (10,900 seiSta; S/mnSta) 


Uteri Da/s 


opn 


price d»§e High 

Low 

M H 

Oct 

2083+0.148 2085 

2070 32,701 49,803 

Mr 

3.060 +0.130 3085 

2070 14,710 41089 

Dr 

11® +0.115 31® 

3050 

4,718 25067 

Jr 

3115+0.111 3.115 
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3070 25074 

Fob 

1780+0066 2.780 

2.740 

3073 16.782 

Mar 

2X80+4056 2X80 

2450 

1029 11,163 

ToW 


£3007246X44 

■ UNLEADED GA30UNE 



NYICX (42000 U5 B88S4 OUS gstaj 



WHEAT CUT (5,QQQbu mki; centBASQb bueM) ■ COCOA CSCE (10 tomes; SAmvn) 


Dec 36425 -3JS 36830 382JJ0 12054 00.246 

Iter 378.50 -325 3tKL00 37800 2590 24,037 

■« 38525 -250 3882S 38250 369 4.463 

JttI 38825 -1.75 38650 383.00 555 9,983 

Dec 400.75 -275 40150 39950 42 2503 

ItaM 19322 101,391 

■ MAIZE CBT (5,000 hu ritat cente/56K> huriiri) 

Dr 28225 +050 26250 257.50 37X04169561 
Urn 271 JX) +025 27125 28600 3041 58220 

Iby 27000 - 27825 27125 801 14,101 

Jri 27375 +0.75 28000 275J» 1,374 25034 

Sr 27375 +125 27400 Z7O50 67 1,820 

Dec 271.75 +125 Z7225 26800 1271 15274 

Intel 45244305238 

■ BARLEY LFFE (100 tonnes; E per tonne) 

Sop 8050 19 

Kov 82J0Q -050 78 1,111 

Jon 84.00 -030 B3.75 83.75 10 721 

Iter -85.75 -050 8575 8550 43 2S6 

■toy 8720 -450 23 

Total 53 3,172 

■ SOYABEANS CBT (SJQ06C afe caflgBOO Befog 

■0* 63550 -350 83820 630.00 29242 95224 

JR 638.75 -225 639.00 63350 4232 24246 

Hr 845.75 -200 64620 83920 1777 10,157 

fftay 65325 -0.75 6S15C 64850 1293 0.181 

Jri 65950 -075 65950 653.00 1581 9238 

tag 85320 -320 85600 65820 4 38 

Total 4O2Z7150272 

■ SOYABEAN OIL C8T (BO0QOBM: centsflbj 


LEAN HOGS CME (40,000833; centaflba) 


Dr 
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Dr 
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Ml 
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Jot 
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-3 
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1082 
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Jn 
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85 
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Dr 
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-3 
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30 
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80® 106079 

Tew 


T.m 

30083 


■ COCOA pCCO) (SDH'artcnna) 
SR IB 

Daoy 


■ PORK BELLIES CME (MUXWBw; centeflbs) 


raw ft«v. day 
,129129 1295X9 


■ COFFEE LIFTS gtorewa; S/tonne) 


tap 

1525 

+0 
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Mw 
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+2 
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Jn 
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+0 
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tar 
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+4 
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15® 
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+3 
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+3 
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1061 33061 

■ COFFEE -c* CSCE (370OOOW: centatas) 


Ml 

640® +0000 640® 630® 2,176 

4091 

Mar 

642® +0.1® 645® 630® 

1® 

465 

May 
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23 

1® 

Jri 
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12 

32 

tatt 
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2 

10 
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LONDON TRADED OPTIONS 


DR 17025 -320 17575 16875 6237 13.178 

Mar 15720 -370 16250 15820 1298 5218 

I MV 151.75 -375 15620 15225 148 1731 

Jri 14576 -390 14850 14820 21 1,884 

Sr 138.75 -3.TO 1422013920 22 <74 

DR 13375 -3X0 137X0 13720 7 248 

Total 7217 22234 

: (ICO) (US contw’Jxxaid) 
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23.65 

+001 

Z309 

230Z 
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- 
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Jn 
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+002 
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1017 14074 
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HIM 99084 

■ SOYABEAN MEAL CST (100 torn: SAon) 

Od 
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-IX 
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2180 
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Dr 
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- 

2070 
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-0.9 
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— 
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■ POTATOES UFFE (20 tonnes: E par tonne) 
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620 

_ 
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_ 

7 

Mw 

B7JJ 
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- 

- 
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■ FREIGHT (ptFFBQ UFFE (SIQtadCK pofntj 

tap 
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+9 
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Od 
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+5 
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+5 
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.13001 
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■ WWTE SUGAR UFFE (50 tames Sftonno) 


PULP AND PAPER 

■ PULPEX OMLX ($6; 24 air dry tors] 


DR 
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M SUGAR tv CSCE (112J3tXM»: centrilbs) 
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■ COTTON NYCE (SO.OOOOw; cencjflba) 

Oct 

7106 
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Dec 
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■ ORANGE AIICE NYCE (1500010s; cents/**) 
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Jm 
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Strike prices tame 

— Cota — 
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■ COPPER 
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59 
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08 
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2200 

31 

64 

135 

161 
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■ COCOA UFFE 
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■ BRENT CRUDE 
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LONDON SPOT 

MARKETS 


CROSSWORD 


No.9,487 Set by QUARK 


M CRUDE Ott. FOB (per bwrri) +or- 
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Brent Blend (dated) SI 804-8.70 +0.295 

Brent Bland (Nov) Si 8.76-678 +0.200 
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FUTURES DATA 

AM Attunes date WfiSedbyCUS. 


VOLUME DATA 

Open Interest and Volume date shown for 
contracts traded on COMEX. NYMEX, CST. 
NYCE, CM& CSCE and IPE Crude 04 are 

one day In areas, volume & Opon Interest 
totals are tor afl traded months. 
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price change wgh 
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+1J2 

59.45 

67.40 12001 26J05 
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6,496 28068 
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56.® 

+107 
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56.75 
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57.10 

+102 

5730 

57.10 

199 4.782 

Mar 

TaW 

5605 

- 

5605 

5&.BS 

253 5,630 
0253103367 


Tea 

There has been good demand for 
tanned tea. The Tea Br oke r s’ Asso- 
ciation reports. North Indians met 
good demand and sold wan up to 
212p. East Africans were folly firm. 
Offshore there was good demand at 
fi% firm rates. Quotations: landed: 
best available 212p; good I65p; good 
medium 154p; medium 138p; low 
medium 117p. The highest price real- 
ised this week was 212p for an 
Assam PD. 


INDICES 

■ Reuters (Bare 18BOT = 100) 

Sap a Z S*V 18 month ago yew ago 
18172 1915.0 18954 1888.7 

■ CRB Futures (Bane; 1967 ■ 100) 

Sop 18 Sep 18 month ago year ago 
240.72 24020 

■ QSa Spat (Basa 1970 = 100} 


Sap 18 

Sap 17 month ago 

swap 

18&20 

1S42B mss 

20322 

LMM WAMMOUH STOCKS 

Ihnotil 

AtamMum 

♦1.425 

n 

726000 

AUnHum ofcjy -1® 

to 

51.420 

Copper 

+5.12S 

» 

307075 

La® 

-1W 

to 

131050 

Meted 

+830 

u 

60694 

Zinc 

-250 

to 

428076 

Tin 

-55 

to 

11040 

U - 



1 


Gas 06 

Si 72-173 

+05 

Heavy Fuel CM 
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Naphtha 

5183-194 

+2 

Jet fuel 

Si 88-1 87 

+45 

Diesel 

SI 77-178 
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£10900 


Wheat (US Dark North) 

Unq 


Rubber Wctjf 

5B.7Sp 


Rubber (NovJV 

SB.TSp 


Rtttibar (KL RSSNol) 

2620Z 
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945.0y 

+150 

Prim 09 (Matey 
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+170 
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$40504 


Soyabeans (US) 

2210 


Cotton Ouflook'A’ tato. 

7OS0c 


Wooftops (0Js Super) 

437p 
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ACROSS 

1 Pole behind flower (at the 
back) (Q) 

4 Is a March wind a means of 
inspir in g enthusiasm? (8) 

9 Protozoan seen in Old 
English book held by a 
graduate (6) 

10 The vase I cracked is most 
difficult to lift (8) 

12 I had to back the willow 
ban (8) 

13 Consider English recalling 

hunt assemblies (6) 

15. The requirement of a fine 
education (4) 

IG Removal expert? (io) 

19 Bspy author perhaps where 
country gua^s meet? (5,5) 

20 Space held back to secure 
boat (4) 

23 Churchmen with little 
work for one in the earth 
(6) 

25 He won't take part in the 
action (8) 

27 Bonis kind of music 
emblem (8) 

28 Outdated, Alf due to 
change (6) 

29 Part of ardieshpa in twist at 
the club (8) ‘ ■ 

30 Earned in order to hold in 
affection (&) 

Solution to Saturday's prize ptasle on Saturday October 2. 

Solution to yesterday’s prize puzzle an Monday October 4. 


down 

1 Girt holding party follow- 
ing sailor's leave (7) 

2 A collection for the bride 
(9) 

3 Artist's books on the 
French crowd upr isin g (Q) 

5 Sounds like watering equjp- 
meat used by gardeners (4) 

6 Amendment that precedes 
e x a m ina ti on (8) 

7 Old boy leaves offensive 
incident® 

8 A time to attract effort (7) 

11 Lion-man could be just the- 
oretical (7) 

14 More than one accompa- 
nies beer for an easy time 
(7) 

17 Understand most of the 
account book providing 
information (9) 

18 Argument between spar- 
rows in battier of field? (7) 

19 Metal cutter’s broken-down 
shack a bit of worry (?) 

21 Serviceman’s uniform (*h 

22 Defend show (6) 

24 One Inspiring love poetry 
evident in venerator (5) 

26 One symbol one needs to 
study (4) 
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LONDON STOCK EXCHANGE 


All-Share index chalks up all-time high 


Free All-Share index 


Equity stores tr«led 

«^--SSSJ2SB 


MARKET RERORT 


By PWOp Coggan, 

Markets Editor 

Another strong performance by 
international markets helped lift 
the FTSE All-Share index to an 
aO-rnne closing high yesterday, 
as share prices resumed the posi- 
tive trend they had displayed for 
most of last week. 

European stock markets were 
helped by a stronger dollar and 
by expectations that interest 
rates in some countries will foil 
as rates equalise across the conti- 
nent in the run-up to economic 
and monetary union. 

Meanwhile. Wall Street opened 


strongly again with the Dow 
Jones Industrial Average mount- 
ing: a successful attack on the 
8.000 level in early trading, as 
optimism continued to grow 
about the prospects for interest 
rates in the US. The Dow was 
about 100 points ahead at the 
London close. 

London had its own source of 
support as speculation that the 
UK might join the second wave of 
Emu lifted gilts. The benchmark 
10-vear issue was around a third 
of a point higher. 

The FTSE 100 index started on 
a subdued note, dropping 9 points 
to 5.014.8 after the first five min- 
utes of trading. Bat buyers came 
in to push the December future 


higher, dragging the cadi market 
up with iL 

Footsie finished at 5,075.7, up 
51.9 points an the day and just 11 
short of its closing peak of 
5.Q86-S, set on August 7. However, 
the small and medium sized com- 
panies lagged the leaders. The 
FTSE 250 index rose only 6.0 to 
4.707.2 with stocks such as Bio- 
compatibles talcing a battering, 
while the Small Cap index gained 
just 3.1 to 2.296.8. 

But the weight of Footsie 
stocks in the All -Share mean that 
the broadly-based index set both 
all-time closing and intraday 
highs. The All-Share closed at 
2.381.51. up 19.2 having been as 
high as 2,382.2 at one stage. 


The outperform an ce of the 
leading stocks may have been a 
sign that international investors 
were dipping their toes into the 
UK market sterling was 2% pfen- 
nigs higher yesterday. 

“The relative position of the 
UK market has been improving, 
especially in a European con- 
text," according to Richard Kers- 
ley. head of European Strategy at 
BZW. “The signs are that interest 
rate expectations have been 
improving and that is helping 
interest rate sensitive stocks.” 

Food retailers featured promi- 
nently among Footsie's best per- 
formers yesterday on the back of 
broker upgrades. 

But some analysts remain cau- 


tious about the outlook for corpo- 
rate earnings. In its latest quar- 
terly note, ABN Amro Hoare 
Govett said that “the war of attri- 
tion on non-financiai earnings 
wifi continue; the foil in expecta- 
tions for this year which pre- 
ceded the results season was not 
the last skirmish.” 

“Sterling 1 s unlikely to Fall 
enough and the upside pressure 
from pay costs is too great for 
earnings expectations for 1998 
not to be dashed also.” added the 
broker. 

Volume was higher than on 
previous Mondays, with 720m 
shares traded by the 6pm count, 
of which 52 per cent was in non- 
Footsie stocks. 
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Indices and ratios 

FTSE 100 5075.7 

FTSE 250 4707.2 

FTSE 350 2438.6 +20-J 

FTSE Afl-Shara 2381.51 +19-20 

FTSE AB-Shara yield 3.29 3-32 

B tost performing actors 

1 RefeRere Food — 

2 Pharmaceuticals +1-T 

3 Textiles & Append -+1-3 

4 idsum&Hoftlt — 

5 OiWegmted + '- 2 


3277.2 - 

FTSE Noo-Rns P* 
prseiooFut P« 

kscu- 58 * 

fVorst performing sector* 

t Health Care ...... 

2 paper. Pcfcg — 

3 Gas 

4 Extractive If»d3 

5 Distributors 


Action 
builds up 
in drugs 


By Steve Thompson 
and Joel Kibazo 

There was plenty of good 
news driving the big interna- 
tional drug stocks although, 
equally, there was precious 
little good news for the bio- 
tech sector that has been 
hammered over recent 
weeks. 

In the leaders, news that 
BZW Securities had issued 
two series, each of 25m. of 
UK and European Pharma- 
ceutical American-style cov- 
ered call warrants was said 
to have been one of the main 
forces behind a rise in the 
sector. 

The UK basket comprises 
Glaxo Wellcome, Smith- 
Kline Reecham and Zeneca, 
weighted 49 per cent. 32 per 
cent and 19 per cent respec- 
tively in the three stocks. 
The European basket 
includes the three UK stocks 
plus Astra of Sweden, and 
Novartis and Roche of Swit- 
zerland. 

BZW said that, over a one 
year period, a 10 per cent 
rise in the underlying stock 
prices would produce a 50 
per cent increase in the 
value of the warrants. 

There was additional good 
news for Zeneca, which yes- 
terday launched its new- 
antipsychotic drug, “Sero- 
quel". 

Wall Street's latest surge, 
which drove the Dow Jones 


industrial Average back 
through the 8.000 level 
shortly after trading com- 
menced in the US yesterday, 
was a further bull point for 
the drug stocks, always a 
favourite with US investors. 

Glaxo Wellcome closed 
29' s up at £13.63. while 
SmithKline jumped 9 to 
554’jp and Zeneca rose 23 Vj 
to £19.79. Turnover in all 
three stocks was weD above 
average, reaching 9.7m in 
SmithKline. 

Biocompatibles, which has 
the dubious honour of being 
the worst performing FTSE 
350 stock over one week, one 
month and three months, 
suffered another steep 
decline, sliding 57* i to 535p. 
still weakened by disappoint- 
ment over the terms of its 
recent joint venture deal 
with Johnson & Johnson of 
the US. 

Food retailer 3 Sainsbory 
was one of the star perform- 
ers of the session as it 
responded to a broker’s 
favourable comments and a 
sharp profits upgrade. 

The shares ended the ses- 
sion 18 or 4 J 2 per cent up at 

465' ip, the best performer in 
the FTSE 100. 

UBS was the securities 
house that turned the spot- 
light on the stock yesterday. 
It raised the current year 
profits estimate by £30m to 
£71 0m citing several factors 
for the move. 

The broker’s reasons 
include; improvements in 
gross margins in tbe first 
half of this year; slowing of 
last year’s petrol price war. 
buying gains from the recent 
strength of the green pound: 
and improvements in the 
performance of group's other 
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divisions including Home- 
base, the do-it-yourself (DIY1 
division. 

The supermarket chain 
was also a talking point fol- 
lowing the launch of its half- 
price British Airways flights 
promotion. 

Under the terms of the 
promotion. Sainsbury cus- 
tomers will be able to buy 
half-price flights on British 
Airways to more than 190 
worldwide destinations 
under tbe new promotion. 

But it is Asda which tbe 
team at UBS really rates and 
yesterday the securities 
house not only reiterated its 
positive stance on tbe stock 
but also raised its full-year 
profits estimate by £5m to 
£390m. 

Tbe broker pointed to 
improving margins in the 
sector as being behind its 
move. Asda shares gained 
to 159* p. The positive 
sentiment in two of the food 


retailers spilled over into 
Tesco. where the shares rose 
16 to 475‘Ap, while Safeway 
put on 10% to 396Vxp. British 
Airways shares ended the 
session l 1 /* ahead at 659p. 

The new entrants to the 
FTSE 100 index. Billiton, the 
Woolwich. Norwich Union 
and Sun Life were all promi- 
nent among the worst per- 
formers In toe index. 

Dealers said the losses in 
all four stocks mostly 
stemmed from profit-taking 
by action funds and inves- 
tors who chased the stocks 
on the expectation that they 
would be elevated to Footsie 
status. 

“Typically, prospective 
new entrants always outper- 
form the market in tbe 
run-up to selection, but sub- 
sequently underperform in 
the months following their 
introduction to the index," 
said one marketmaker. 

There was a more funda- 


FT 30 INDEX 

Sep 22 Sep 19 Sep 18 Sep 17 Sep 16 Vr ago -High 1m 

FT 30 3277 2 3245.6 3247.6 3234.3 3217.9 28408 3277.2 28608 

Orel. dv. yield 3.60 3.48 347 3.60 051 4.00 482 339 

P/S ratio net 20.43 21.14 21.18 2043 2095 17.25 21.18 1080 

P/E ran nfl 20.15 2085 20.89 20.15 20.68 1709 2089 15.71 

FT JO me carvimcK Mgn 3277 J 22J0STI7. tore 49 < 2M0I40 Baas CttK 1/705. 

FT 30 hourly c ha nges 

Open OOP 10-00 lino izao 13J0 14J0 IQOO 1000 Wgh Law 
324&B 32655 3281.8 32744 32725 32785 32798 32742 32785 3281.6 32455 
Sep 22 Sep 19 Sepia Sep 17 Sep 16 Vr ago 

SEAO bargains 40692 45,905 45.028 45584 40887 40583 

Equity remover (Emir - NA 25985 2477.7 21508 1708.7 

EquSyt»gatat - NA 43509 41A7B 38258 38.732 

Shares traded (rrriJT - NA 7955 6825 8805 588.8 

t&ckjdng Wr HeM and ovenaas ttanower but Uudng Crest Uiww. 

C FTSE WwnaBorw Ltnmd 1997. AB nghte raMniad. Tor 1997. 
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mental reason for Wool- 
wich’s uxi d erpe rf ormance , 
with BZW taking tbe stock 
off its buy fist and NatWest 
said to have turned more 
cautious. 

Woolwich, which hit a 
record 373%p on their stock 
market debut on July 7, set- 
tled 7 lower at 316p after rel- 
atively heavy turnover of 
13m. Son Life dipped 5 to 
411%p and Norwich Union 
settled at 339p, after an 
uneasy morning session. Bil- 
liton. where 15m shares 
chnng txf hands, eased 3 to 
246y.p, also weakened by a 
BZW downgrade. 

Ironically, those stocks 
that dropped out of the 
FTSE 100 tended to do well, 
notably Mercury Asset Man- 
agement which Tan up 40% 
to £12.61. and Hanson, 2K 
better at 304%p. 

Standard Chartered and 
Barclays vied for the best 
performance spot in a 
healthy hanirfng sector, the 
latter just shading it The 
recent bout of underpef orm- 
ance which triggered a num- 
ber of broker “buy" recom- 
mendations, helped Standard 
shares rally 17% to 850p. - 

Barclays, meanwhile, con- 
solidated its position as the 
third biggest of the UK 
b anks by market capitahsa- 
tion, after HSBC and Lloyds 
TSB. Barclays shares moved 
op 28% to a record dosing 
level of £15.43’/*. Lloyds TSB 
edged up 6 to 770p. not far 
short of its all-tone high of 
789p, and HSBC 75p shares 
put on 22 to £19.70%. 

The two Scottish banks 
were similarly well sap- 
ported, Bank of Scotland fin- 
ishing 5 firmer at 45Tp, a 
whisker off its record of 
458p. and Boyal Bank of 
Scotland put on 7 to 639%p. 

Dealers said the whole sec- 
tor had been chased higher 
by marketmakers caught 
short of stock- 

“The institutions are still 
underweight in this sector 
and they can't afford to be 
so. It’s by for the largest sec- 


tor in the market and the 
index tracker foods simply 
can’t match market perfor- 
mance if they are under- 
weighf. said one banks spe- 
cialist 

The start of a trip by lead- 
ing analysts to the compa- 
ny's far eastern operations, 
starting in Thailand 
Malaysia, saw some keen 
support for Shell Transport, 
whose shares put on 8 1 /* to 
456V4p. Turnover expanded 
rapidly to 28m shares. 

BP .also made good prog- 
ress, adding 6*A at 916 J Ap. 

Turnover in Flextech, the 

media group, jumped to 12m 
shares,, amid talk of a suc- 
cessful placing of 5.8m 
shares by bouse broker Caze- 
nove. The stock price dipped 
11 to 609p. 
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WORLD STOCK MARKETS 


FINANCIAL TIMES 


Tuesday September 23 1997 


Dollar strength boosts European stocks 


WORLD OVERVIEW 


A strong performance by the 
dollar, combined with inter- 
est rate optimism in periph- 
eral currencies, combined to 
send European stock mar- 
kets higher yesterday. 

The Tokyo stock market 
was also lifted by the dol- 
lar's movements although 
elsewhere in Asia, the latest 
hostile comments about the 
markets from the Malaysian 
prime minister, Mahathir 
Mohamad, were not helpful 
to sentiment 

The dollar got a lift after 
the G7 meeting ended with- 
out any indication that gov- 
ernments would take action 
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to limit the rise of the US 
currency. The greenback 
recorded 19-week h i g hs 
against the yen and nudged 
up against the D-Mark. As 
usual, any sign of dollar 


strength helped the shares of 
European exporters. 

Meanwhile, investors 
renewed their focus on the 
potential for interest rate 
changes in the run-up to 


European economic and 
monetary union. By the time 
EMU starts in January 1999, 
interest rates will have to 
equalise across the member 
states. While that may meaq 
interest rate rises in core 
countries such as Germany 
and the Netherlands, it 
should mean cuts In coun- 
tries such as Italy and Spain. 

A burst of optimism about 
the outlook for Italian rates 
duly carried the MDrtel index 
to an all-time high yester- 
day. Antonio Fazio, the Bank 
of Italy governor, «»irf aver 
the weekend that there was 
room far short term rates to 
fall in Italy even if German 
rates rise. 


Meanwhile the basket of 
stocks that make up the blue 
chip MibM index was 
revised, with Banco Ambros- 
iano Veneteo replacing Strti 
and the hwnlring’ sector gen- 
erally te cppaging its weight 
at the expense of industrial 
shares such as Fiat and EnL 
Despite yesterday’s gen- 
eral market strength, which 
included an early rise on 
Wall Street, some analysts 
were unconvinced that share 
prices were out of the woods. 
Edmond Warner, head of 
global market research at 
NatWest Markets, said 
“there is good reason for 
caution at the moment. We 
are not only seeing volatil- 


ity, hot traders feel that this 
is a very thin market beset 
by uncertainty.” 

Warner thinks the mar- 
kets are in the midst of “a 
battle in the minds of inves- 
tors who are cautious about 
equities but have plenty of 
cash. Long term, it is possi- 
ble to be positives Industry Is 
getting more efficient, with 
the help now of takeovers in 
Europe. Cyclically, however, 
the US recovery is at an 
advanced stage and .Ger- 
many is heating up a btt- 
Short term, investors may 
want to park same of their 
money in cas h .** 

London market. Page 34 


EMERGING MARKET FOCUS 

Kazakhs launch 
stock market 


IBM surge 
helps Dow 
past 8,000 


Milan rockets 4% to record 


FTSE Acfu-a.-ies Share !••' drees 




AMERICAS 


US stocks surged higher in 
midsession trade, as inves- 
tors sent blue-chip and lead- 
ing technology shares 
sharply ahead, pushing the 
Dow Jones Industrial Aver- 
age back above the 8.000 
point level, writes John 
Labate in New York. 

IBM led the Dow higher as 
its shares surged more than 
5 per cent or $5% at $104% on 
reports of a new copper- 
based technology for semi- 
conductor chips. 

By early afternoon the 
Dow index was up 87.42 or 
Ll per cent at 8D04.69. 

Monday’s rally extended to 
the broader market as well, 
and the Standard & Poor’s 
500 index rose, gaining 7.72 
to 95&23. Investors also ral- 
lied around technology 
issues, taking the Nasdaq 
composite index 12J58 higher 
at L6S2.94. 

TBM is good news, and 
strength in the band market, 
are leading the way,” said 
Stephen Shobin, te chni cal 
analyst at T^hman Brothers. 

A stronger dollar gave a 
boost to morning bond 
prices, as the midday long 
bond rose ft at 100%, yield- 
ing 6342 per cent 

Firmer band prices helped 
shares in Hnawriai services 
companies, including the 
Dow-listed Travelers Group, 
which rose $18 to $72% and 
J.P. Morgan, which gained 
$2ft to $1138- 

The market’s bullish tone 
spread quickly to many sec- 
tors. “We have the potential 
for an explosion on the 
upside,” said Bill Meehan, 
chief mariffft analyst at Can- 
tor Fitzgerald in Connecti- 
cut. Reports of a rise in for- 
eign investment in US 
equities, along with expecta- 
tions of overall double-digit 
rises in third-quarter operat- 


ing profits, which are 
reported in several weeks, 
leads Mr Meehan to expect 
the rally to continue. 

The semiconductor chip 
sector benefited from IBM’s 
anTw -i rmf»Tnpnt as the semi- 
conductor stock index of the 
Philadelphia jjtrv* Bwhawp 
surged 9.46 or 25 per cent 
higher at 392.09. 

Intel gained $18 to $97% 
while Texas Instruments 
rose $3% to Sl38ft. Other 
technology issues were also 
sharply higher as the net- 
working computer firm, 
3Com. rose $3ft or more than 
5 per cent to $50% on the 
release of a new switching 
system on Monday. Ascend 
Communications also rose 
sharply, gaining $1% at 
$37%. Software leads' Micro- 
soft moved slightly lower, off 
$ft at $134%. 

TORONTO breached the 
7,000 point level for the first 
time in early trade as inves- 
tors cheered a strong out- 
look for North American 
equities markets. 

By midsessian, the ItuIpy 
was 2550 higher at 7,00850 
in response to a combination 
of low interest rates, strong 
bonds, rising earwinge and 
economic growth without 
inflation. 

Volume was a hefty 57m 
shares valued at C$832m. 

The banking sector put in 
a strong performance as 
investors turned their atten- 
tion back to larger compa- 
nies after buying up smaller 
issues in recent weeks. 

Among actively traded 
stocks, MacMillan Bloedel, 
the forestry products group, 
rose 50 cents to C$2055. 

Newbridge Networks 
soared C$4.65 to C$8&25 on 
news that MCI Communica- 
tions had chosen a New- 
bridge-Si emeus product to 
serve as the backbone switch 
for its nationwide network. 


Santiago edges ahead 


SANTIAGO moved slightly 
higher as the market, closed 
last Thursday and Friday, 
tried to bring itself into line 
with regional and US 
exchanges. The IPSA index 
was up 0.1 per cent at 13152 
in turnover of 3.6bn pesos. A 
feature of the day’s trading 
was the suspension in the 
shares of Lnz by government 
regulators. 

Luz shareholders met an 
Saturday to consider a plan 
to sell the company’s 2.88 


per cent holding in Enersis, 
Latin America’s largest elec- 
tricity grou p. 

MEXICO CITY climbed in 
what traders described as a 
"mild echo of Wall Street”. 
The IPC was ahead 59.71 or 
L16 per cent at 5J.77.84. 

In New York, Mexican 
ADRs were mostly higher 
following the as -expected 
acquisition by Coca-Cola 
Femsa of the remaining 25 
per cent of Coca-Cola Femsa 
de Buenos Aires. 


Hopes of lower interest 
rates, further EMU conver- 
gence optimism and expecta- 
tions that preliminary Sep- 
tember inflation figures, 
published after the market 
closed, would show further 
slowing helped MILAN up 4 
per cent to a record close. 

The real-time Mibtei index 
rose 613 to 15342 while the 
Comit index was 27.02 higher 
at 79733. 

Rnnire and insurers were 
among the day’s biggest 
gainers with Credlto Italhmo 
surging L359 to L4^92 in 
hefty volume. 

Banco Ambrosiano Veneto 
rose L171 to L 12305 after it 
replaced Strti in the MIb 30 
in dex- Sirti still fiwfefrarf ijw 
ahead at L10 J17. 

Banca Agricola Mantovana 
soared L1J254 to L14373 after 
unconfirmed press reports 
that a foreign bank might 
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Montedison was actively 
traded, up L34 at L1.320, as 
was Olivetti which jumped 
L42.6 to L9333. 

FRANKFURT moved 
smartly hi gher in late elec- 
tronic trade and the Ibis- 
indicated Dax index finished 
113.79 or 2 3 per cent higher 
at 4,09635. 

Lufthansa was among the 
winners, up DM1.45 at 
DM3530, afte the chief exec- 
utive. Juergen Weber, said 
that another airline would 
be added to the Star Alliance 
partnership. Analysts noted 
that Cathay Pacific Airlines 
or Singapore Airlines had 
been touted as the top candi- 
dates to join. 

Deutsche Bank was also a 
strong performer, rising 
DM535 to DM11535 after the 
chief executive, Rolf Brener, 
said that the bank would 
divest itself of small unprof- 
itable financial services 
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Hannover Re was up 
DML10 at DM141.10 after 
announcing that it would 
pay DM245ta to buy Swe- 
den's Skandia International 

Insurance, the reinsurance 
arm of the Skandte group. 


Preference shares in lux- 
ury carmaker Porsche were 
up DM200 or 7.14 per cent at 
DM3,000 after Vereinsbank 
upped its rating on the com- 
pany to above average buy 
and raised its earnings esti- 
mates. Vereinsbank said the 
company's profit potential 
was much higher than previ- 
ously ex pe cted. 

The other carmakers were 
strongly ahead. Daimler 
Benz rose DM4.90 to 
DM13URL 

ZURICH added. 1.7 per 
cent, still benefiting from 
last week’s positive corpo- 
rate r e p orts, and the percep- 
tion that foreign brokers 
woe adopting a more posi- 
tive view of the market 

The SMI index picked up 
94.1 at 5.706J as blue chips 
moved swiftly ahead. 

The heavily traded Novar- 
tis gained SFr49 to SFr2379 
while Roche certificates 
advanced SFI75 to SFr 13,475. 

Nestle jumped another 
SFr83 to SFrl.994, still 
helped by last week's unex- 
pectedly good interims and 
Deutsche Morgan GfrenfeD’s 
upgrade. 

Among the financials, UBS 
jumped SFr60 to SFr 1,620 | 
while Zurich, the insure-, 
was SFr20 higher at SFr622 
in farther response to last 
week’s figures. Swiss Life 
was marked SFna hi g h er at 
SFr902, suggesting that its 
recent consolidation might 
be coming to a close. 

Clariant, expected to pub- 
lish half-year figures today, 
was SFr40 higher at 
SFnjaO. 

Against the trend. Surveil- 
lance, the material and 
goods inspection company 
dropped SFritiO at SFr2,480 
as its first-half results 
proved at the bottom end of 
some expectations. 

PARIS gained ground, 
helped by further takeover 
taUr and the CAC 40 index 
settled qp 4037 at 3317.45. 

Plastic Omnium outper- 
formed with a rise of FFr33 
ccr 6 per cent to FFr560 on 
bid speculation following 
remarks by the Saint Go bain 
chairman that he wanted 


Kuala Lumpur tumbles 3.5% 


ASIA PACIFIC 


Renewed turbulence after 
contradictory weekend com- 
ments on currency trading 
by the prime minister and 
his depu ty sent KUALA 
LUMPUR down 33 per cent. 

The prime minister, 
Mahathir Mohamad, dis- 
missed currency trading as 
unnecessary, unproductive 
apri immor al 

But subsequently, bis dep- 
uty. Anwar Ibrahim, who is 
aLSO finance minis ter, sfl jfl 
there was "absolutely no 
change” planned in currency 
trading rules at present 

By the dose of trading, the 
composite index was down 
2734 at 76030, having picked 
up from an intraday low of 
750.61. The sharply weaker 
Malaysian dollar, at a 26- 
year low, added to the share 
market's woes. 

TOKYO rose on active 
buying of blue-chip export- 
ers by domestic institutions 
in the wake of the dollar's 
advance against the yen, 
writes Gum Robinson. 

However, gains were 
partly erased by massive 
selling of Aoki, a medium- 
sized general contractor, on 
rumours of its growing 
financial difficulties, 


The Nikkei 225 average 
gained 143.11 to 18301.32 
after moving between 
17,960.40 and 18303.73. The 
dollar's advance in wake 
of the weekend G7 meeting 
benefited export-oriented 
issues. Traders said public 
pension foods stayed on the 
boy side, in efforts to sup- 
port the market and offset 
profit-taking by corporate 
investors ahead of the Sep- 
tember 30 end of the fiscal 
first half. 

Volume edged up to 478m 
shares from 47«n- Advances 
led declines $24 to 500, with 
160 unchanged. The Toplx 
index of all first-section 
stocks rose 13.06 to 1,40232 
and the capital weighted 
Nikkei 300 was up 2.7G at 
275.68. 

In London, the ISE/NIkkei 
50 index rase L65 to 139734. 

Aoki led construction 
stocks down, plunging below 
its face value of Y50 a share 
to end at Y35, down Y22, on 
speculation that it was in 
financial crisis. After the 
close of trading, Aoki execu- 
tives denied the rumours. 

But investors' anxiety 
about the health of 
debt-laden companies was 
high after the collapse last 
week of Yaohan Japan. 


Other financially troubled 
contractors lost ground. Sato 
Kogyc fell Y17 to Y93 and 
Fqtlta Y3 to Y84. 

By contrast, exporters 
surged. Honda and Bridge- 
stone both reached their 
highest levels since listing. 
Honda gained Y110 to Y4380 
and Bridgestone rose Y90 to 
Y2.960 after reaching an 
all-time high of Y2£90. 

High technology issues 
mostly advanced. Ad van test 
rose Y200 to Yll.400, Tokyo 
Electron Y60 to Y7320 and 
Kyocera Yioo to Y7.850. Sony 
was unchanged at Y10.900- 

In Osaka, the OSE avenge 
gained 149.08 to 18,926.80 and 
volume rose to gggm shares. 

HONG KONG tumbled L9 
per cent but analysts said, 
trading was thin and domi- 
nated by derivatives-linked 
activities. 

The Hang Seng index tum- 
bled 276.06 to 14.108.08. but 
was up from the day’s low of 
14,015.75, and turnover hit a 
four-month low at HK$14bn. 

China-backed stocks woe 
hard hit, with the red chips 
index plunging 9 per on con- 
cern that speculation in red 
chips would cooL Analysts 
noted that red chip index 
futures had been trading at a 
big discount to the spot mar- 


ket H shares dropped 7.7 per 
cent 

Mainland Chinese shares 
were also sharply lower as 
many investors awaited the 
debut of Zhejiang Southeast 
Power. SHANGHAI'S hard 
currency B inde x fell 3.4 per 
cent while its SHENZHEN 
counterpart was 33 per cent 
lower. 

SEOUL lost L7 per rent, 
hit by a renewed drop in the 
won and further unsettled 
by the Kia Group's applica- 
tion for court protection 
from creditors. The compos- 
ite index dosed 1132 lower 
at 66K45. as foreign selling of 
blue chips accelerated the 
market’s decline. 

Four of the six listed Kia 
units went limit-down before 
the stock exchange halted 
trading of shares in all sts 
companies. 

SYDNEY, by contrast, 
closed at a record high as 
the banks extended last 
week's rally and the battered 
BHP rebounded from early 
declines to close 8 cents 
higher at AS13.78. 

The All Ordinaries index 
finished 34.5 np at 2,764.9 
after touching an intraday 
high of 2.767.1. The previous 
record of 2,757.9 was set on 
July 3. 


to expand the high- 
performance plastics busi- 
ness. Saint Gobain rose 
FFr17 to FFr914. 

Havas, the media group, 
rose FFr43 to FFr4073 after 
Goldman Sachs restarted 
coverage an d rate d the stock 
a market autperfanner. 

AMSTERDAM strode- 
ahead after options dealers 
pre ssu red the AEX below goo 
points on Friday. At its 
peak, the index touched 
912J22, its highest level since 
September 5, before dosing 
at 910.44. up 17.15. 

Among dollar earners. 
Philips led the way, with a. 
rise of FF153 td -FF1 15330, '. 
helped by a Morgan Stanley 
rec ommendati on. Unilever 
advanced FISA to FI 42630, 
aided by shareholders' 
approval of a share split 
which traders said would be 


positive for the stock- Finan- 
cial stocks also gained, 
although dealers said there 
bad been some selling in 
ABN Amro and ING, while 
buying interest bad focused 
on Aegon. 

Among the few that fell, 
KNP BT shed Fl 1.5 to 
FI 5030 on renewed profit- 
taking after earlier gains. 

STOCKHOLM gained 2 per 
cent to 348030. powered by 
blue chip stocks Ericsson 
and Astra recording signifi- 
cant advances, 

Ericsson gained SKM23 to 
SKr3553, adding to a rise in : 
New York on Friday. Senti* 
roent in the shares "was 
helped by positive comments 
from analysts at Smith Bar- 
ney, the US broker, who in 
Barron’s magazine described 
the stock as the best large- 
cap telecoms stock. 

Writte n and «&tad by Mchael 
Morgan and Martin Brice 

SOUTH AFRICA 

Heavyweight banking 
stocks, pumped up ahead of 
futures expiry on Friday, 
slid to realistic levels 
although Nedcor weathered 
Dwwjt^of the pres sur e after 
l&wF it rwas to merge its 
ftufrrfriitrit bank operations. 
The overall index lost 213 
to 7,155.4, industrials picked 
up 1.7 to 8,746.1 and golds 
fell 2.6 to 897.3. Nedcor gave 
up 25 cents to R1Q.275. ' 


As Kazakhstan government 

ministers and offinteb* were 
busy gluing their story tp 
investors in London on. Fri- 
day at a roadshow to back 
the country’s second inter- 
national bond issue, at 
home in Almaty prime min- 
ister Akezhan Kazbegeldin 
was serving up champagne 
to inaugurate the country’s 

first official stock market 

The beginning was mod- 
est - a pilot trade of shares 
worth little more than 
$3300 in Neftekhimbank, a 
medium-sized Kazakh 
bank. But officials are con- 
fident toe market will take 
off later fids year, fuelled 
by the. partial sell-off of 
stale holdings in leading 
companies fax ofl and 
.gas, metals and m inin g, 
and utiliti es sectors. 

There have been previous 
stock exchange launches in 
the central Asian republic, 
but they failed to make the 
grade because they lacked 

iranqw y i B>t . mlas and regu- 
lation,. says Grigori Mar- 
cbmko. who was appointed 
fhfririnan of the National 
Commission on Securities 
in November last year. 

Mr Marchenko says these 
are now in place and for- 
eign investors can expect to 
find incr easing- financial 
transparency, in particular 
fr om a grou p of Kaz- 
akh enterprises that are 
being groomed as the coun- 
try’s future •'blue chip" 
stocks. 

A group of 32 large com- 
panies has been ordered to 
convert to new accounting 
practices in line with Inter- 
national-' Accounting Stan-' 
Harris (TAB ) and to submit 
to. audits by a big six inter- 
national accounting firm. ■ 

The market is being set ', 
up with four trading tiers, 
the blue chip segment for 
companies that fulfil the 
Listin g A requirements, a 
less stringent listing B. a 
pre-listing board and an 
over-the-counter market ■ ' 

To qualify for the .top 
tier. Listing A companies 
must have been in exis- 
tence for at least three 
years, have at least 500 
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shareholders, two years of 
audited financial state- 
mpn ts in accordance with 
international standards and 
a minimum capital of Sim. 

It will be a ^ow start Mr 
Marchenko says that this 
year only two or three, 
larger banks will qualify j 
for Listing A status, but 
they could be joined by 
spring next year by anothw 
10-15 companies and banks. 

The depository and set- 
tlements system has also 
been established boasting 
T+3 settlement same day 
funds and delivery versus 
payment - all aimed at 
mairiwg international inves- 
tors feel comfortable. 

At least in the initial 
stages Mr Marchenko 
believes foreign investors 
will drive investment into 
TCarakh stocks, their appe- 
tite whetted by Kazakh- 
stan’s improving economic 
story - growth has been 
resumed and inflation has 
tumbled from 1,258 per cent 
to around 15 per cent in 
three years. 

Seven foreign regional 
inves t m ent foods are rais- 
ing at least $300m ear- 
marked for Kazakhstan. 

The government must 
now delivs - on its pledge to 
speed up privatisation. It is 
yet to move on toe stream 
of initial public offerings, 
direct stock exchange sales 
and direct sales to invest- 
ment funds promised to 
kick-start the market. 

Kevin Done 
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Professionalism and strength. 
What champions are made of. 


HSBC As&et Management Is die investment advisory and 
fund management arm ef the HSBC Group, ranked the 
world's nmth-teruest corporation by total assets* and one 
of the world's largest banking and financial services 
org an i sa tions. HSBC Asset Management manages USS49 bSlion 
worldwide, with investment teams in all major markets. 

combining globd presence with local knowledge. This globaHocal 


approadi meeos funds are experty managed dose to the 
market in which they are invested., Client service is 
paramount with local committed client service professionals 
makwatning an e» to the ground and sn eye on the market 
place, to ensure client needs are fulfilled. Dedicated 
Professionalism backed by financial musde, and global reach 
supported by focal de&vwy, are what makes us a winning team. 
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0urnxoil in financial markets has forced a 
evaluation of several projects but demand 
j&r private sector funds will remain high. 
Aodrew Taylor reports 


itv in the 


concrete jungle 


. -r mi he . forest of cranes 
••'•■■ .1 , which- dominate the 
. JL skyline of the Chinese 
; /t;ctty bfShangbai provides ' 
. one ,of the most visible mon- 
. ‘ uments to the dramatic 
.. ; : surge in construction that 

bhs taken place in the past 
' decade In Asia. 

•V /..But the rapid pace at 
7/ which new development is 
-taking place in the region is 
'."■.' .under review following the 
, X- recent' turmoil Jn Asia's 
. ^- financial markets. Several 

- large projects have been can- 
. /-celled, including the 
;v;VMjl3.(ita (*4.6bn> Bakun 

- dam in Malaysia. Indonesia 
. also pledged last week to cut 

. y . \ spending and to delay soma 
big infrastructure schemes 
.'•• to soften the impact of deval- 

V .nation bn its current 
. . . / account and foreign debt 
,’ v ;,:';ln Thailand, too, indepen-: 

. /.. .V /dent' power producers and 
“ V . engineering groups, such as 
■•:■ Westinghouse, ; Bechtel, 
/Marubeni and:PowerGen are 
V seeking to renegotiate pur- 
.chase agreements reached 
- whan the Thai baht was 
.■much stronger. 

• . As a result of these and' 

other similar: moves, the 
: Washington-based Institute 
/for. International Finance, 
.'predicts net private capital 
flows to Asia will fen from 
-- .. $141 Abn in 1996 to $107-lbn 
this year, with only a small 
V . . rebound in 1998. .. . • 

Yet wMle investors in the 
.short term may “hit the; 

! , pause button"; many back- 

- . ers believe they will not pull 
: out of the region altogether, 

A separate report published 
this month by the World 
. : Bank expects developing - 
nations to double their , share 
.of global output over the 


next 25 years. Led by the 
"big five” nations showing 
the greatest development, 
they include three countries 
freon Asia; China, India and 
Indonesia. (The other two 
are Brazil and Russia), 

The importance of struc- 
tural reforms is, however, 
being stressed as a means of 
ensuring the region is able 
to maintain growth over the 
longer term. 

Governments should open 
their markets to mare com- 
petition and impose higher 
standards of prudential 
supervision, accounting and' 
corporate governance to 
encourage the development 
of local capital markets and 
reassure international loves' 
tors, argues Stijn Claessens, 
author of a recent World 
Bank report on* the east 
Aslan financial sector. 

The bank complains that 
local markets are too heavily 
weighted towards equities 
which often, lack liquidity 
and transparency because 
they are dominated by trad- 
ing in shares of a few large 
family-controlled companies. 

It wants governments to 
do mare to broaden financial 
markets, particularly 
through the introduction of 
debt securities which it says 
would promote increased 
Investment in much needed 
Infrastructure and housing. 

“Free trade in financial 
services," says the bank, 
"could generate considerable 
benefits including improved 
access to foreign capital, - 
deeper financial integration 
with the rut of the world, 
new and better domestic 
ffnawriaT services and stron- ’ 
ger financial infrastructure.” 

■ in the longer term, accord- 






ing to Joe Stigtitz, the bank’s 
chief economist, capital 
flows are likely to be 
enhanced by the ability of 
developing countries to offer 
higher returns and growth 
rates than in industrial 
nations experiencing more 
subdued inflation and inter- 
est rates. 

It is a view apparently 
shared by Internationa] 
industrialists, some of whom 
have already made large 
investments In the region. 
KME, the world's largest 
copper processor, controlled 
by Italy's Orlando group, 
says many of Its traditional 
European customers In elec- 
tronics and engineering have 
established operations in 
•Asia China is one Important 
investment area where it 
plans to build its own pro- 
duction plants rather than 
enter joint ventures with 
local partners. 

Blue Circle, Britain's big- 
gest cement manufacturer, is 
part of a Malaysian joint 
venture which has spent 
£175m, more than doubling 
cement output at its Kan- 
than works near Ipoh, north 
of Kuala Lumpur. 

Keith Orrell-Jones. Blue 
Circle's chief executive, says 
even if Malaysia’s average 
annual GDP growth rate of 8 
per cent fell to 15 per cent 
over the next four years, it 
would easily absorb all new 
cement capacity planned. 

He says: "My opinion is 
that prospects for the coun- 
try have not altered materi- 
ally, although there is likely 
to be a slowing down of the 
trend of . growth rate in GDP 
with a slight possibility of a 
sharper short-term decline.” 

Asia's need for lnfrastruc- 


economic 




ture over the next decade 
has been estimated at more 
than $1.5 trillion, of which 
China alone is estimated to 
account for more than 
$700bn. 

Much of this money will 
have to come from private 
investment, given the acute 
pressures on public spending 
across the region. 

Power and telecommunica- 
tions have proved the most 
popular vehicles for a grow- 
ing bend of private inves- 
tors. International demand, 
together with an acute lack 
of capacity, has meant that 
it has been easier to guaran- 
tee tariff structures than in 
sectors such as transport, 
where public charges for use 
can prove contentious. 

The high capital costs of 
transport schemes mean 
they require other sources of 
income, either from subsi- 


dies or from selling property 
development rights along 
the route of a road or rail- 
way to cover debt charges 
and provide an adequate 
return to investors, say 
Asian infrastructure devel- 
opers such as Hopewell 
Holdings in Hong Kong and 
YTL in Malaysia. 

Asian governments, how- 
ever, have proved flexible in 
encouraging public/private 
sector joint ventures to 
develop schemes. Taiwan Is 
currently considering bids 
for a 517bn high-speed rail 
project, of which the public 
sector is expected to fund up 
to 60 per cent. 

The highly successful 
mass transit system In Hong 
Kong - currently home to 
one of the world's largest 
infrastructure developments, 
the Cbek Lap Kok airport 
project - was a public sector 




venture financed largely 
through property develop- 
ment above train stations. 
The success of the project 
has enabled authorities to 
keep fares low, alleviating 
traffic problems in the 
crowded city. 

The Philippines is looking 
to a mix of public and pri- 
vate sector investment to 
build a mass transit network 
in traffic-clogged Manila, 
where private sector opera- 
tors are managing the capi- 
tal’s water supply. 

In Kuala Lumpur, private 
investors, including YTL 
and the UK construction 
group Taylor Woodrow, axe 
helping to build a mass tran- 
sit system. 

In Jakarta, the Indonesian 
capital, LyonnaJse des Eaux 
of France has won a 25-year 
concession to operate and 
expand the water supply sys- 


tem in the western half of 
the city while Thames Water 
of the UK will supply the 
eastern half. 

International power com- 
panies like Enron, Mission 
Energy of the US and Power- 
Gen of the UK have taken 
strategic stakes in a host of 
independent privately 
financed power stations 
across the region. Equip- 
ment suppliers groups such 
as GEC-Alstbom, the Anglo 
French engineering group, 
and Siemens of Germany 
have also taken stakes in 
power projects. 

Siemens created Its own 
private power sector invest- 
ment vehicle, Siemens 
Power Ventures (SPV), in 
1994. It has already commit- 
ted four-fifths of its original 
$500m budget, taking stakes 
in large regional projects 
like the $1.7bn Paiton n coal 


fired power plant in Indon- 
esia. 

Engineering and construc- 
tion groups like Bechtel of 
the US, Taylor Woodrow and 
John Laing of the UK, Bouy- 
gues of France and Kvaer- 
ner, the Anglo-Norweglan 
construction group, have 
been closely involved with 
private consortia financing, 
building and operating infra- 
structure projects. 

Ove Arup, the interna- 
tional engineering consul- 
tants, are closely involved in 
several privately financed 
projects, including designing 
a $3.7bn elevated road and 
rail system in Bangkok. 
They say the region will con- 
tinue to provide opportuni- 
ties for private investment 
in Infrastructure, despite its 
recent financial problems. 

It Is hard to argue with 
that view. 
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PROJECT FINANCE • by Andrew Taylor 


Confidence tumbles with the fall 


A structural shift 
in funding 
patterns is taking 
place in all 
sectors 

Asia, in spite of the recent 
turmoil in financial sectors, 
remains one of the world's 
biggest markets for project 
finance. 

International bankers 
expect the region's demand 
for private sector funds to 
remain high, even if govern- 
ments, investors and lenders 
pause for breath after the 
recent currency and stock 
market fans . 

Some of the biggest infra- 
structure schemes have 
already been cancelled while 
sponsors of other projects 
are seeking to renegotiate 
terms. 

Robin Gibbons, director of 
corporate and project 
finance for BZW Asia says: 
“A number of these schemes 
were already struggling. I 
would also expect lending 
margins, which had become 


Signed project -finance 


by region, 1996 

Asfa-FtacSc 
North America 
W estern 'Europe . 

Latin America & Caribbean 
EastenrEurope «i d former USSR 
Middle East 
South Asia. • 

Africa 


very competitive, to widen. 

“But Asia will remain a 
dynamic region and a mas- 
sive potential market far 
international investment. 
The region's GDP has been 
growing at an average 
annual rate of 8 per Cent. 
Even if growth rates slow, 
they are still likely to be 
higher t han the average for 
most OECD countries.” 

Nonetheless some bold 
infrastructure projects have 
been postponed or thrown 
into doubt by the recent 
financial crisis. 

Dr Mahathir Mohamad, 
the Malaysian prime minis- 
ter. announced plans this 
month to delay several large 
infrastructure projects. 
These included the M$I3.6bn 
C£2.8bn) Bakun Dam. the 
northern region interna- 
tional airport in Kedah and 
KL Linear City, a 2km long 
building over the route of a 
Kuala Lumpur river. 

Indonesia announced 
plans last week to cut spend- 
ing and delay several large 
infrastructure projects to 
soften the impact of devalua- 


Project 

count 

.'353'" 

126 

92 

101 

120 .' 

23 

' .44.".' 

36 


Amount 

$m 

7*263\ 

51.139 

34,285 

21,473 

15^40 

12,225 

0,854 

3,018 
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tion on its current account 
and foreign debt 

Mar’ie Muhammad, the 
Indonesian finance minister, 
said delaying the construc- 
tion of 14 power plants and 
reviewing nine more would 
help limit borrowing, reduc- 
ing the current account defi- 
cit to 3 per cent of gross 
domestic product. 

Two oil refineries, 29 toll 
roads and one bridge linking 
the islands of Java and Mad- 
ura would also be delayed. 

In Thailand, private sector 
developers of $6bn Invested 
in power stations - includ- 
ing Wesidnghouse, Bechtel, 
Marubeni and PowerGea - 
are seeking to renegotiate 
power purchase agreements 
following the fall in the 
value of the baht. 

Richard MacGeorge, direc- 
tor for project finance at 
HSBC Investment Bank 
Asia, which acts as fingnc ip l 
adviser to one of the inde- 
pendent producers, says the 
currency decline has upset 
internal return and debt ser- 
vice projections. Developers 
had based their original bids 
on an exchange rate of Bt25 
to the US dollar instead of 
about Bt35 currently. 

“Prices (when the bids 
were originally made) were 
extremely attractive and 
very competitive which put 
a lot of pressure on all par- 
ties - the turnkey contrac- 
tor, financial backers and 
shareholders,” says Mr Mac- 
George. 

William Rathvon, head of 
Asian project finance for 
Bank of America, says 


intense competition among 
investors and banks, particu- 
larly far Independent power 
projects, had driven rates 
down to levels which did not 
always reflect potential cur- 
rency and political risks. 

I lending margins of 2 per- 
centage paints above London 
Interbank Offered Rates 
(Libor}, achieved a year ago, 
had fallen to L3 to L5 points 
above Libor this summer, he 
says. 

“Rates had reached the 
point at which banks were 
struggling to syndicate loons 
leaving the debt on their 
own books,” said Mr Rath- 
von. This represented “red- 
ink” in terms of last under- 
writing tees and the impact 
on group capital ratios. 

Chase Manhattan, for 
example, is understood to 
have struggled to refinance 
the A$l.25bn Loy Yang B 


Australian independent 
power project, sponsored by 
Mission Energ y, Banks say 
the syndication failed to 
attract much support 
because of the low margins 
achieved on the original 
deaL 

The Asia- Pacific region 
was easily the world's larg- 
est market, for project 
finance last year, concluding 
more than 350 deals to initi- 
ate schemes worth $78.3bn, 
according to the London- 
based Project & Trade 
Finance magazine. 

This represented just over 
a third of the value of proj- 
ect deals of $224bn signed 
last year. 

Five Asian economies - 
including Hong Kong, Indon- 
esia, Thailand. India and 
China (which now incorpo- 
rates Hong Kong) - were 
among the top ten countries 
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measured by the value of 
schemes. 

Funding' in Hong Kong 
was arranged for 36 projects 
worth |19.3bn, of which 
developments related to the 
construction of the new 
Cbek Lap Kok airport 
accounted for about hall 

Telecommunications pro- 
jects led the way in Indon- 
esia with the state-owned FT 
Telekom handing over the 
management of the cairn- 
try's developing phone net- 
work to five private sector 


Aria West International 
raised $ 61 Sm to finance the 
establishment of 500,000 tele- 
phone liras in west Java by 
1999, Lead arrangers were 
CEBC Asia, Chase Manhattan 
Asia, Credit Lyonnais and 
Sajjwa, with each commit- 
tire 333.5m. 

The biggest arranger of 
project finance in the Asia 
Pacific region last year, 
according to the magazine, 
was Chase Manhattan, 
which helped to fund devel- 
opments with combined 
value of $2L36bn (see table 
left). The pace of investment, 
however, is likely to slow 
considerably following the 
recent turmoil in financial 
mar kets. 

Peter Barlow, executive, 
vice-president at Nomura 
Project Finance Interna- 
tional, says the currency cri- 
sis has coincided with a 
structural shift in funding 
patterns for private sector 
schemes. The most impor- 
tant development, he says, 
has been the use of bond and 
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equity markets to provide 
stable long-term sources of 
funding than straightfor- 
ward project finance. 

He points to a growmg 
number of Asian companies, 
many of them quoted, both 
investing in infrastructure 
in their own countries and 
elsewhere. These include 
YTL and Renong in Malay- 
sia, Hopewell, New World 
and Chung Kong in Hong 
Kong a tv! Citra in Indonesia. 

International attention, 
says Mr Barlow, is switching 
away from south-east Asian 
economies, where returns 
had shrunk. as private sector 
investzn&rt in infrastructure 
has increased, to the mas- 
sive markets of India and 
China where the politics 
were difficult but the 
rewards potentially greater. 

Moves to tap equity and 
bond markets wifl encourage 
the Asian Development 
Bank, which is .seeking to 


promote the development of 
local investment to finance 
the region's expansion "in 
the same way as domestic 
pension funds' and insurance 

companies have provided a 

stable source of long-term 
finance in more^ mature 
western economies". 

The share performance of 
recent infrastructure issues 
- such as YTL Power in Mal- 
aysia and Chinese road com- 
panies Anhui Expressway . 
Shenzen Expressway. Zhe- 
jiang Expressway and 
Jiangsu Expressway in Hong 
Kong - however, had been 
poor, even before the recent 
market falls. 

“Demands for project 
BnanfP may reduce in the 
short term," says Robin Giv- 
ens, "but there will continue 
to be a need for this form of 
finance as other debt and 
investment instruments are 
developed. This region 
should not be written-off" 


BOND FINANCING • by Louise Lucas 


In search of an alternative source of funds 


Long-term issuances 
are attractive to new 
investors as banks 
prove more reluctant 
project financiers 

The World Bank has calculated that 
infrastructure investment require- 
ments in developing east Asian econo- 
mies could be as high as S1.5 trillion for 
the 1995 to 2004 period. 

Currently, project finance is supply- 
ing only a fraction of this tally; an 
aggregate SlOObn to date, according to 
current estimates. Even assuming 
potential growth of $50bn a year, only 
$600bn would be raised over a 10-year 
time frame. 

"There's definitely an imbalance 
between demand and supply," says 
Vincent Li, vice president in project 
finance distribution at BA Asia, "so 
you have to have alternative sourcing 
other than straight bank debt" 

Other sources are already emerging: 


export credit agencies, private place- 
ments, equity - particularly in China, 
where toll roads and other infrastruc- 
ture projects have sought overseas cap- 
ital raisings - and bond markets. 

Beyond the supply and demand 
imbalance, other forces are driving the 
change in flnanring patterns. Banks, 
concerned at being sidestepped, are 
themselves pushing other funding 
options such as bond issues. 

Bonds, which have already been used 
to finance a number of infrastructure 
projects around the region - most note- 
ably in Australia (at the Perth and 
Brisbane airports) and China - are 
being touted as one of the biggest 
potential forms of funding. 

The attractions range from longer 
tenors - making bonds a more suitable 
match for long-term infrastructure pro- 
jects - to the demand among investors 
for higher yielding paper, which can be 
provided by projects in Asia, not all of 
which make investment grade. 

Infrastructure projects, by definition, 
need long-term money and it is easier 


to raise 10 or 15-year money In the 
capital markets than in the more rigid 
commercial b anks where seven years - 
Including the construction period - is 
regarded as a maximum. 

It is not only yield-hungry investors 
who reap the benefits: the project 
builders are left with a freer reign to 
manag e their own business when fund- 
ing is via institutions rather than a 
handful of commercial banks. 

To date, only a few projects have 
tapped the international bond markets 

- mainly in C hina and the Philippines 

- but more are likely to follow, particu- 
larly after last month’s $600m issue for 
Hopewell’s Guangzhou to Shenzhen 
superhighway. ' 

The bond is the latest to come out of 
China, which effectively traces its evo- 
lution from a $il0.5m power plant issue 
in October 1994, through the first high 
yield issue two years later. 

The debut band issuer, Hero Asia, 
was an offshore company indirectly 
controlled by the Ministry of Electric 
Power and carried implicit government 


support in the farm of a comfort letter 
pledging to support the borrower. 
Issued in October 1994, it was the first 
non-sovereign Issue released by China. 

Two years later, however, risks and 
rewards woe boosted with the revenue 
bond for the Zhuhai Highway Com- 
pany. There being insufficient cashflow 
to support $200m worth of investment 
grade paper, manager Morgan Stanley 
Asia split off $U5m and launched Chi- 
na's pioneering high yield bond. 

Revenue bonds, which tap the 
receipts of [dural sources, are not sub- 
ject to the credit ceiling of a third party 
payer such as, for example, the local 
utility paying revenues. On a toll road 
there is no requirement to analyse the 
underlying credit of the payers, as 
these are the many individuals using 
file road and paying tolls. Demand for 
this paper was, according to Songyi 
Thong , executive director at Morgan 
Stanley Asia, "quite strong and it 
opened up the high yidld market”. 

The bonds which followed included, 
an £L80m issue for AES Corporation, a 


-US independent power producer, which 
bundled up six medium-sized projects, 
most still under construction and 
requiring financin g to complete. 

Demand widened: early issues, such 
as the Zhuhai bond, were heavily dis- 
tributed in the US. with Asia picking 
OP the balance, while Europe has been 
buying up around one-quarter of 
issues, matching Asia. 

The bonds have all been 144A market 
driven. Buyers are primarily insurance 
companies, plus some hedged funds, 
with the commercial banks In Asia also 
buying Ultimately, Mr Zhang predicts, 
more pension funds and mutual funds 
will join the m61€e. 

sere's quite a bit of interest in the 
now; investors all make money 
on these deals," he says. 

“The capital, markets, as long as you 
have a good structure, will pretty 
much give you the money and let you 
run the business. Commercial banks 
want to be much more hands-on in 
terms of controlling the borro w er , so 
they are generally much more demand- 


ing up front and there are certain risks 
they simply won't take.” Infrastructure 
projects generally are regarded as suit- 
able candidates, with power and water 
projects especially well-fitted. 

While bankers reckon the trend is 
towards more bond issuance, Mr Li 
points out the negatives: markets are 
more cyclical, greater disclosure is 
required of sponsors, there is more co- 
ordination required between ail the 
parties involved; and there could be a 
cost downside because funding comes 
once the deal is done while a bank loan 
will be more immediately available. 

Mr Songyi warns that the market is 
still relatively new. "One deal that goes 
sour now could really sour peoples' 
trust and shut down the market" 

He adds: "I think the market poten- 
tial is realty great but bankers out here 
need to take a lesson from the US junk 
band market - it was essentially killed 
by bankers themselves." be says. “That 
market had so much demand they 
began taking issues to market that 
should never have gone.” 


TELECOMS • by Louise Lucas 


High rates of demand 
ring in the changes 


Telephone 
industry investors 
want a free rein 
to develop the 
whole of Asia 

Perhaps more than any 
other infrastructure project 
in Asia, telecoms has caught 
the imagination of investors 
and foreign operators. 

Telephone industry pene- 


tration rates are low in 
much of Asia (from Hong 
Bong’s 54 per cent to around 
2 per cent in Indonesia, 
Pakistan and India), liberal- 
isation is sweeping through 
the sector, and the returns 
to investors - like the risks 
- tend to be higher than 
those for power or roads. 

However, in building up 
their telephone networks 
and enticing foreign exper- 
tise and dollars, the region's 
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governments are having to 
balance conflicting interests. 

New operators want a free 
reign to build customers, but 
the incumbent operator - 
usually a monopoly and 
often state-owned - is 
unwilling to cede its privi- 
leges without due compensa- 
tion. 

Bankers like to hi g hli g ht 
the Philippines as among the 
more successful countries 
striking this balance. “It has 
the most liberalised telecoms 
market in the Asia Pacific.” 
says Richard Lee, vice presi- 
dent of project finance (Asia) 
with BA Asia. 

The operators would 
agree: Smart Communica- 
tions, the Philippines tele- 
coms arm of Hong Kong 
listed conglomerate First 
Pacific, only launched cellu- 
lar services in February 1994 
but already boasts more sub- 
scribers than Patel, which in 
1991 received the operations 
(including 11,000 subscrib- 
ers) of PLDT. the first com- 
pany to start business in 
1988. 

SBC Warburg calls the 
Philippines “one of the most 
competitive telecoms mar- 
kets in Asia, if not the 
world”. Behind that lies the 
government's decision to 
award operators a multitude 
of licences: Smartcom, for 
example, provides cellular, 
fixed line, international gate- 
way and paging services. 

By contrast, Indonesia and 
India have been more 
restrictive, limiting new 
licensees to specific sectors 
such as cellular or paging. 
Most recently, Taiwan has 
employed the clear-cut 
approach; the recent batch 
of new licences were all cel- 
lular. 

Compounding its favour 
with operators, the Philip- 
pines was also one of the 
earliest countries in Asia to 


liberalise its telecoms mar- 
ket. beginning in 1993 in a 
bid to improve the availabil- 
ity of basic telephony to the 
population. As an added 
incentive, each new operator 
was awarded an interna- 
tional gateway or cellular 
licence; in return for which a 
commitment was sought to 
build out an agreed number 
of lines. 

Investors are slightly more 
guarded In their praise tor 
Indonesia's Kerja Sama 
Operasi (KSO) or joint oper- 
ating scheme, a system 
which effectively hives off 
existing operations from 
incumbent PT Telkom to 
five new consortia and gives 
them up-and-runnlng 
operations (and cashflow} in 
return for build-out commit- 
ments. 

Far from losing out under 
the new arrangement, PT 
Telkom receives an up front 
fee from each of the consor- 
tia, as well as an ongoing 
share of revenues for the life 
of the franchises. The 
scheme, hatched by the Indo- 
nesian government in early 
1994 as part of a wider move 
to deregulate telecoms, 
evolved from an earlier joint 
venture arrangement. 

The KSO model, however, 
Is not without its flaws, 
which have been highlighted 
by the long periods taken to 
complete financing: only two 
of the five have been funded. 

India, one of the later 
countries to launch a 
deregulation programme, 
has effectively gone the pri- 
vatisation route: splitting 
the country into around 20 
regions and four cities and 
then awarding licences to 
Agch one. 

India began by tendering 
two new GSM licences for 
each of Bombay, Delhi, 
Madras and Calcutta, and 
also dispensing paging 
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licences. The second wave 
tackled the larger regions, 
and drew in big fore ign 
names including NTT of 
Japan, Telestra of Australia 
and AT&T of the US. 

By contrast, Malaysia 
“went overboard 1 ’, according 
to one telecoms analyst by 
offering seven licences in 
1995 and repenting shortly 
afterwards. The government 
then called for. consolidation, 
saying there should just, be 
three operators. 

The ensuing chaos 


prompted another U-turn,, 
against consolidation, but 
analysts expect natural attrir 
tion to reduce the number of 
participants by at least one 
or two. 

The financing of Asia’s 
telecoms projects has been 
krgdy driven by the com- 
mercial banks. Suppliers to 
pompanies have also become 
important in these early 
days, partly because tele- 
coms suppliers tend to be 
the wdy ones in a position to 
shoulder the risk. 


. In securing finance, inves- 
tors which have sought to 
take a significant. interna- 
tional operator ., on board 
such as AT&T find it easier 
to raise ftends. 

Ricky Ng, vice president 
project finance (Aria) at BA 
Asia in Hong. Kong, Bays: 
'‘Commercial banks- are 
interested because of the pri- 
cing (despite the commercial 
risk). The pricing is a lot 
more attractive than for less 
risky projects like power 
plants." 


Many bankers, how 
believe the financing 
terns are set to change, 
.capital markets taking ’ 
ger role. Already equi 
providing funding for 
projects in the Philip 
-and Thailand 
to addition to initial i 
offerings, Asian tele 
projects are also sellin 
equity, stakes to int 
. tional telecoms comp 
who are eagerly tryir 
'establish a foothold □ 
region. 
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AS ***l DEVELOPMENT BANK* by Andrew Taylor 


A proven catalyst to 
stir local markets 




Three-year moving averages (ft) 

100 ' 


Co-operation with 
the private sector 
is one way for the 
blank to stretch its 
limited budget 

From . the Asian 
Development Bank’s head- 
quarters in Manila, it can 
sometimes take, executives 
up to four hours to drive 
what should be a 30 minute 
journey home. 

The experience of coping 
.with life in one of Asia's 


fastest growing cities only 
serves, to emphasise the 
depth of the problems faced 
by -the bank as it seeks to 
promote economic »nd social 
progress. 

There is an enormous need 
for more power and better 
water and transport systems 
as Asia seeks to accommo- 
date rapidly growing popula- 
tions and ensure that 
expanding industrial and 
commercial sectors continue 
to function 

Average annual GDP 
growth in the region over 


the past decade has been 
about 8 per cent, according 
to Arvind Matbur. the 
bank's senior investment 
officer. 

The scale and pace of 
expansion has created huge 
demands for infrastructure 
investment, well beyond the 
means of the public sector to 
finance. This has led to an 
increasing role for private 
investors, supported by ris- 
ing inflows of Internationa] 
money attracted by the rela- 
tively higher rates of returns 
offered by Asian investment 



Washing day in Cambodia: better water systems are required throughout Asia sanViMunw nomic growth, reduce 

VhbiilAM • by Jeremy Grant 

Communism’s difficult 
investment decisions 


The ground rules 
for capitalist 
input are yet to 
’ be worked out in 
this poor nation 

When Vietnam Airlines 
grounded Its few remaining 
Soviet-made Tupolev aircraft 
after a fatal crash in Phnom 
Penh earlier this month, it 
was a reminder that the flag 
carrier still has some way to 
go before calling itself a 
modem airline. 

.. So it Is with the country’s 
infrastructure. Vietnam has 
em er ged from decades under 
Soviet economic wraps and 
, hopes to take its place even- 
tually among the more 
dev e] oped countries in 
south-east Asia. 

But Hanoi has a long shop- 
ping list, of infrastructure 
heeds to be met before it can 
fulfil that aim. War and com- 
munist mismanagement 

.have left it with dilapidated 
. roads, frail . railways and 
: patchy power networks. 

A recent spurt of economic 
v grpwth and the arrival of 
-foreign investors will soon 
.put' an intolerable strain on 
all this.. For example, ana- 
lysts predict serious brown- 
-outs — surging and diminish- 
; ihg levels, of power supply - 
hitting fiie southern indus- 
trial belt, around Ho Chi 
; Mvnh City next year, 

' The, Ministry for Planning 
and Investment estimates 
tha t $20bn must be spent on 
infrastructure up to,2000. Of 
.that, $2.5bn has been ear- 
marked for roads,. $lhn for 
railways, $2bn for water sup- 


. ply . and $4-5bn for power. 

But as mouth-watering as 
those sums may seem to 
overseas investors, they do 
not spell . the start of a 
.. bonanza tor private sector 
involvement in Vietnam's 
massive rebuilding . pro- 
grammes. 

For one thing, Hanoi, long 
used to Soviet handouts, is 
having difficulty shaking off 
a culture of dependency and 
often appears to prefer devel- 
opment aid. 

It does not help that multi- 
lateral lending agencies such 
as the JWorld Bank and 
Asian Development Bank 
(ADB) have pledged gener- 
ous amounts of concessional 
lending, most of which is 
targeted at infrastructure. 

Indeed, the two institu- 
tions have promised $3bn in 
loans up to 2000. Vietnam is 
the second largest recipient 
of World Bank assistance in 
the world, after Tnflfa- 

Snch largesse has, perhaps 
inevitably, prompted some 
in the Vietnamese bureau- 
cracy to question if not the 
need for private sector 
involvement then certainly 
the extent to which it should 
play a part in infrastructure. 

A classic case is Pirn My 
2.1. a power plant built 
south-east of Ho Chi Minh 
City. Funded by the World 
Bank and commissioned 
ahead of schedule in March 
this year, the project was 
managed by state power util- 
ity Electricity of Vietnam 
(EVN). EVN officials appar- 
ently believe that this 
achievement proves that 
other projects can be done 
the same way, and that inde- 


pendent power projects 
. (IPPs) .- which involve 
time-consuming negotiations 
over tariffs and pricing - are 
less desirable. 

One foreign energy 
adviser, however, says this 
would be a mistake. Of the 
$7.4hn the World bank esti- 
mates is needed for the 
power sector, much will 
have to crane from overseas 
private sources. 

“If they could get interna- 
tional development funds, 
they feel they could go 
ahead alone. But the (Viet- 
namese^ government doesn't 
have that money and the 
donors won't provide it,” he 
says. 

An additional factor is 
that the communist govern- 
ment has never before made 
the sorts of concessions and 
guarantees that are usually 
expected of a host govern- 
ment entering into privately 
financed infrastructure deals 
with investors. 

Nor Is the regulatory 
framework fully in place. 
The country’s foreign invest- 
ment law was amended in 
1992 to introduce the concept 
of . build-operate-transfer 
(BOT). The legislation has 
since been expanded hut 
much work remains to be 
done. 

“There is a lot of pressure 
to solve the regulatory 
issues., That will help. Once 
you have that there are a lot 
of long-term contract agree- 
ments to he sorted out and 
that's something that’s very 
difficult," says Jean-Pi erre 
Verbiest, ADB resident rep- 
resentative in Hanoi. 

One of the biggest stumb- 



Povrar cuts: analysts predict serious brownouts in Vietnam next yew 




ling blocks is financing. 
Although a BOT contract 
stipulates standard items 
such as the concession 
period and construction 
timetable, it also details 
finaTiria) terms including the 
ability of lenders to create 
security on the BOT. 

According to the interna- 
tional law firm Freshfields, 
however, there Is a tendency 
for Vietnamese officials put- 
ting BOT projects out to ten- 
der to concentrate on com- 
mercial terms to the 
detriment of financial terms. 
“Unless -the project provides 
a satisfa c t o ry return in the 
International financial mar- 
kets, it will not he brought 
to completion,” the firm 
says. 

An additional headache is 
securing the guarantees that 
earnings in thp local, non- 
convertible currency - the 
dong - can be exchanged for 
hard currency. 

This is a difficult issue 
given the current scarcity of 
foreign exchange in the Viet- 
namese banking system - 
much is hoarded under mat- 
tresses by Vietnamese citi- 
zens - and foreign exchange 
reserves amount to only 
about $l.8bn. 

Indeed, there are a number 
of BOT projects under dis- 
cussion with Hanoi, mostly 
in power and sea ports. Air- 
ports have been placed off 
limits to prospective BOT 
investors for reasons of 
national security. The air- 
ports and the airport author- 
ity are controlled by the mil- 
itary. 

Hanoi is discussing a 
3 00 MW power station in 
northern Quang Ninh prov- 
ince with Oxbow of the US, 
and two gas-fired plants in 
the south called Phu My 2 Jt 
and Phu My 3 with other 
prospective investors. Wart- 
sila of Finland expects 
licences for two power pro- 
jects wrath a total $100m at 
the wtH of this mon th, after 
four years of negotiations. 

At stake are Important 
issues: the level of security 
that lenders can take over 
BOT project assets; the kind 
of tax treatment investors 
can expect; and whether a 
BOT company formed by 
Investors can select its own 
sub-contractors. 

The ADB is not only in 
Vietnam to lend, however, 
according to Verbiest It and 
the World Bank have a role 
in helping the Vietnamese 
government on regulatory 
issues and to improve the 
environment for BOT. 
“There is uncertainty on the 
foreign exchange situation. 
But we're looking at projects 
with long gestation periods. 
On a five to 10 years perspec- 
tive one has to be optimis- 
tic." 
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The pace of growth has 
been so rapid that economies 
like Thailand and Malaysia 
have over-heated - leading 
this summer to sharp cur- 
rency falls and volatile stock 
movements. 

“This may discourage 
International investors in 
the short term," says Mr 
Mathur, “but it is unlikely 
they will be able to Ignore 
such a dynamic region for 
long. Growth in many of 
these economies, even if it 
slows considerably, will stfll 
be above the average for 
most OECD countries over 
the next decade." 

The bank's capital is lim- 
ited. The Asian Development 
Fund, its soft loan facility, 
was recapitalised in January 
at S6.3bn for the period from 
1997 to 2000. Finances, there- 
fore, need to be husbanded 
carefully if the region Is to 
get the greatest advantage. 

One way to achieve this is 
for the bank to become more 
closely involved with its 
commercial lending activi- 
ties In co-financing infra- 
structure projects with pri- 
vate sector investors. 

“The bank's involvement 
may be only small by com- 
parison with the total 
amount of equity and debt 
raised for a project, but its 
presence provides comfort to 
fellow lenders and inves- 
tors,” says Mr Mathur. 

Administrations are 
unlikely to disrupt projects 
or renege on agreements 
involving the multilateral 
bank which is is owned by 56 
governments - 40 of them 
within Asia - and whose 
brief is to “promote eco- 
nomic growth, reduce pov- 
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erty, Improve the status of 
women, support human 
development and environ- 
mental protection in the 
most populous and fastest 
growing region in the 
world". 

The bank, crucially, wants 
to act as a catalyst in help- 
ing to develop strong local 
capital markets which can 
supplement international 
investment in the region. 

“It is important that the 
domestic financial sectors, 
such as pension funds and 
insurance companies, are 
encouraged,” says Mathur. 
“These will eventually pro- 
vide the funding base for the 
region in the same way as 
domestic pension funds and 
insurance companies have 
provided a stable source of 
long-term finance in more 
mature western economies.” 

Malaysia is an emerging 
country that has been partic- 
ularly successful in using 
local equity markets and 
institutions to fond part of 
its infrastructure needs. 
Malaysian companies like 
YTL and Renong are now 
looking to export their s kills 
in developing private sector 
projects to other Asian coun- 
tries. 

The bank has been a 
strong supporter of regional 
investment funds in infra- 
structure which provide an 


additional source of equity 
finance. 

It already invests in sev- 
eral of these funds and has 
been involved in talks with 
Prudential of the US which 
Is contemplating launching a 
Sibn fund. 

The bank has also been 
looking at ways in which it 
might assist the develop- 
ment of new funding instru- 
ments to bridge gaps 
between short duration bank 
loans and the higher rate 
returns demanded by 
long-term equity holders. 

“There is a need for some 
form of mezzanine financing 
which has some of the char- 
acteristics of debt and some 
of equity which can be struc- 
tured differently according 
to the needs of individual 
projects,” says Mr Mathur. 

The bank is not afraid of 
using its financial and politi- 
cal clout to encourage gov- 
ernments to reduce unneces- 
sary bureaucracy and 
develop open and fair bid- 
ding regulatory procedures, 
in order to promote the 
development of local capital 
and attract long-term inter- 
national investment 

"We need long-term invest- 
ment. not hot money chas- 
ing short-term property and 
equity profits." says Mr 
Mathur. “Governments must 
establish sound commercial 


conditions if they are to 
attract this investment.” 

The bank has sought to 
promote the liberalisation of 
the Bangladeshi power sec- 
tor by developing a "fair bid- 
ding and regulatory frame- 
work” for the 300MW 
Meghnaghat private sector 
power project near Dhaka, 
expected to act as a a model 
for privatisation of other 
parts the industry. 

It also provides technical 
assistance as well as com- 
mercial and concessionary 
loans to projects. More 
recently, the Asian Develop- 
ment Bank has purchased 
equity stakes in some 
schemes, providing comfort 
to other lenders and inves- 
tors concerned about foreign 
exchange, expropriation, 
nationalisation and other 
political and contract risks . 

Financial resources for the 
bank are provided from ordi- 
nary capital, borrowings and 
special funds contributed by 
member countries. Loans at 
commercial rates account for 
70 per cent of cumulative 
lending. 

Concessionary loans in the 
fixture are more likely to 
concentrate on areas like 
health and education which 
are likely to struggle in 
attracting private sector 
investment 

A profile of its lending 


1996 
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illustrates how the bank's 
priorities have changed 
since it was formed 30 years 
ago - when its main empha- 
sis was on encouraging agri- 
cultural development. 

Last year transport and 
communications accounted 
for almost 27 per cent of 
total loans of $5.5 bn. The 
energy sector accounted for 
a further 21.5 per cent and 
agriculture and natural 
resources for 14.5 per cent 

The bank's lending sup- 
ported projects with a total 
value of $2l.2bn. Equity 
investments accounted for a 
further $107.3m and techni- 
cal assistance grants For 
$l74.9m. Since 1966 it has 
provided $62.6bn to almost 
1,500 public and private pro- 
jects. of which $452m has 
been equity investments, of 
which almost $300m has 
been made in the past four 
years. 

The region still faces mas- 
sive problems with more 
than 700m of its inhabitants 
classed as living in poverty. 
Even economic success is 
bringing new problems with 
increasing pollution. 

These problems, says the 
bank, can only be resolved 
by a combination of public 
and private sector funding 
and initiatives in which it 
expects to continue to play a 
pivotal role. 



Because while others watch the clock, 
we know that time is money 

Speed is often the difference between success and failure. And as a wholesale bank 
with a full range of financial and investment banking services; we routinely deliver 
fast, innovative answers to corporate financial needs. We’ll give you support for 
the long term; too. We’re The Long-Term Credir Bank of Japan. 


The Long-Term Credit Bank of Japan. United 

Tokyo. London, Paris, Frankfurt. Zurich, Madrid. New York, Chicago, Los Angeles, Philadelphia. Toronto. Atlanta. Dallas. Mexico City. 

Sao Paulo, Hong Kong, Singapore, Seoul. Bangkok, Chon Bun. Aymhaya, Labuan, Shanghai, Beijing. Guangzhou. Kuala Lumpur. Jakarta, Sydney 
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TRANSPORT • by Andrew Taylor 
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Transit projects in danger of coming to a halt 


Money spent on 
developments is 
best recouped by 
taking up 
property options 


Sir Cordon Wu likes to 
compare hims elf with 19th 
century -robber barons" 
who opened up the Ameri- 
can west by helping to bond 
the country's railways. 

The “barons" paid for the 
development of the railways, 
and made a fortune by secur- 
ing property rights along 
parts of the route. 

Sir Gordon, chairman of 
Hopewell Holdings, the Hong 
Kong-based infrastructure 
developer and architect of 
one of the world’s most 
ambitious transport schemes 
in Bangkok, sees a new gen- 
eration of private entrepre- 
neurs plating a s imil ar role 
in Asia. 

Speculators, however, 
should be reminded, that for 
every investor who made a 
fortune developing North 
American and European rail- 
ways. many more lost every- 
thing' they risked. 

More recently, Asian cur- 
rency and stock market falls 
have served as a timely 
reminder of the risks of 
investing in high cost pri- 
vate sector infrastructure 
projects. 

Sir Gordon's own plans to 
build a S3.7bn elevated road 
and rail system through cen- 
tral Bangkok are facing seri- 
ous difficulties (see below). 

Much of the revenue to 
repay large dollar borrow- 
ings. which still have to be 


arranged, is planned to come 
from residential and com- 
mercial property develop- 
ment underneath the ele- 
vated road and rail rente. 

Bankers say sharp falls in 
Bangkok property prices and 
the value of the Thai baht 
will make it very difficult to 
win support for the project 

Hopewell, which already 
has spent SSOOm of its own 
money on the project, mean- 
while has sought to increase 
previously agreed fares by 
15-20 per cent to compensate 
for the currency fail. 

Construction of the trans- 
port system - the concession 
was awarded to Hopewell in 
1981 - has been plagued by 
delays and political wrangles 
and the project is still only 
20 per cent built 

Sir Gordon, however, 
rem ains committed to the 
scheme, conceived he says 
during a four-hour taxi drive 
through traffic-clogged 
Bangkok streets. But. he 
argues, that the capital cost 
of building road and rail 
schemes is too large to be 
repaid from fares or tolls 
alone. 

“The level of charges 
needed to repay loans within 
a period agreeable to banks 
and generate a reasonable 
return to investors would be 
unacceptable to most users." 
he says. “The alternatives 
are to provide partial public 
subsidies and guarantees on 
minimum passenger levels, 
or. tap other sources of reve- 
nue such as property devel- 
opment." 

The cost of the develop- 
ment of Hong Kong's highly 
efficient, publicly financed 



other contains Japanese 
companies promoting the 
Shj pfcans en bullet train tecn- 

nology- . , . 

m the longer term, me 
Association of South East 
Asian Rations (ASSAM is 
investigating the possibility 
of developing a regiona: 
high-speed rail network. 
itnving all countries m conti- 
nental south-easi Asia 
stretching from Singapore to 
Kunming in southern China. 

Airports provide another 
large potential market for 
international suppliers and 
investors, creating opportu- 
nities for large European air- 
port operators like BAA and 
Schipol. Both, for example, 
have recently won conces- 
sions to operate large Aus- 
tralian airports. 

The advantages of air- 
ports. over road and rail 
schemes, are that customers 
are international, they pay 
in hard currencies, there is 

no competition, and traffic 
and fare structures are influ- 
enced by a number of factors 
other than local economic 


The masses In motion: the need for an expressway in Bangkok is great despite the plague of delays m the project 


mass transit systems was 
more than covered from the 
lucrative property develop- 
ments built above railway 
stations. 

Toll roads, too, can pro- 
vide property development 
opportunities. The Malay- 
sian authorities recently 
approved plans by Guthrie, a 
former plantation company, 
to build and finance a 23km 
toll road as part of the outer 
ring road around Kuala 
Lumpur. 


Guthrie, which is working 
closely with Taylor Wood- 
row, the UK construction 
group, plans to develop prop- 
erties on land it owns next 
to the route to help pay for 
the scheme. 

Some projects, however, 
have experienced difficulties 
in generating sufficient reve- 
nue to cover investment 
costs. 

Thai authorities recently 
stepped in to ease financial 
problems affecting the Don 


Maung tolled expressway 
Unking the airport with the 
Thai capital. 

A private sector light rail 
scheme which opened 
recently in Kuala Lumpur 
has also struggled, initially , 
to cover funding costs. Spon- 
sors blame lower than expec- 
ted passenger numbers on 
the failure of authorities to 
discourage car use and pro- 
vide sufficient feed-bus links 
to the railway. 

Plans to build a privately 


financed mass transit system - if people are to be persuaded 
in traffic-congested Manila to switch to public transport 


had to be modified. One 
route is now being built by 
public money supported by 
Japanese soft loans; on 
another, property rights 
have been granted to the 
local Filipino developers. 

Trains on other sections 
are expected to be leased to 
the government which will 
operate the railway. This 
way it will be able to subsid- 
ise fares, which is essential 


Taiwan is seeking to build 
a tlTbn high-speed rail link 
Uniting Taipei with Kaohs- 
inng, in partnership with 
private sector operators, in 
the near fixture. The public 
sector is expected to meet up 
to 60 per cent of the costs of 
the 350km line. 

GEC-Alsthom of France 
and Siemens of Germany are 
members of one consortia 
bidding for the project The 


pressures. 

Asia remains a massive 
market which lenders, inves- 
tors. and manufacturers and 
suppliers of a wide range of 
transport equipment and ser- 
vices will continue to pur- 


sue. 

These, together with local 
companies which have dis- 
played a a willingness to 
invest in private sector 
schemes, will remain an 
important influence in the 
region as newer and more 
imaginative private and pub- 
lic sector financing arrange- 
ments emerge. 


POWER • by Andrew Taylor 


Growth of more than light interest 


Asia’s great need 
for power sector 
expansion has 
attracted wide 
interest 


Lights no longer flicker and 
go out in the parts of Asia 
which have been at the heart 
of a global revolution in the 
financing of electricity gen- 
eration. 

Governments and state 
authorities Lacking the funds 
to satisfy rapidly expanding 
power requirements, have 
increasingly turned to pri- 
vate sector investors to keep 
the lights on and lathes 
turning. 

Turmoil in financial mar- 
kets, however, has cast a 
cloud over foreign involve- 
ment in expansion plans. 
Malaysia has been forced to 
halt its controversial 
M$l3.6bn (£2.9bn) Bakun 
hydroelectric scheme while 
independent power produc- 
ers are seeking to renegoti- 
ate electricity purchase 
agreements in Thailand. 

The region's need for 
power remains enormous. 
MarketLine International, an 
Independent research com- 
pany, estimates that Asia 
needs to invest more than 
$50bn a year in new power 
plant to the end of the cen- 
tury. 

It expects demand for elec- 


tricity to double between 
1995 and 2010. requiring 
installed capacity to rise to 
1.344 gigawatts (GW) from 
650GW in 1995. 

India, where US energy 
group Enron is financing 
and building the $2Jbn Dab- 
hoi power project, is forecast 
to have a 22 per cent power 
shortfall by the year 2000. 
The Byzantine nature of 
Indian politics and the pov- 
erty of public sector coffers 
has made it difficult to make 
progress. India announced in 
1993 that it wanted to add 
48GW of capacity by 1997 but 
only delivered an extra 
1Z5GW. 

China, with over Ibn 
people, represents an even 
bigger market for interna- 
tional power generators and 
equipment suppliers like 
Enron and Mission Energy 
of the US, PowerGen of the 
UK and Siemens of Ger- 
many. AH have displayed a 
willingness to become equity 
Investors as well as suppli- 
ers and operators. 

They have Joined powerful 
regional infrastructure com- 
panies such as YTL in Mal- 
aysia and Hopewell Holdings 
in Hoag Kang which have 
invested in privately oper- 
ated power stations across 
the region. 

“The speed of change has 
been dramatic," says Fritz 
Ruess, managing director of 
Siemens Power. “Until the 


1990s. most power genera- 
tion was financed through 
the public sector - now 
there there are estimated to 
be more than 170 indepen- 
dent power producers world 
wide." 

The German group, to 
ensure its power equipment 
division sells to this expand- 
ing market (Asia is expected 
to account for half of all 
world equipment orders in 
the next 10 years), estab- 
lished its awn private sector 
investment vehicle, Siemens 
Power Ventures. (SPV) in 
1994. 

SPV already has commit- 
ted four-fifths of its original 
$500m budget, taking stakes 
in large regional projects 
like the Sl.Tbn Paitan n coal 
fired power plant in Indon- 
esia in which PowerGen of 
the UK also has a share. 

The first generation of 
Asian independent power 
projects realised strong cash 
flows for for companies like 
Sir Gordon Wn's Hopewell 
Holdings, one of the earliest 
private sector investors in 
China's power stations. 

Competition more 
recently, however, has 
driven down potential 
returns, prompting some 
investors to complain that 
they no longer reflect the 
full extent of the political 
and financial r isks of Operat- 
ing in rapidly emerging 
economies. 


As as a result some spon- 
sors are now trying to rene- 
gotiate power purchase 
agreements. 

Schemes under review 
include six Thai power pro- 
jects worth about gftm. Inde- 
pendent producers include 
heavyweights such as 
Westinghouse, Bechtel. 
Marubeni and PowerGen, 
which have agreed to pro- 
duce 5.472MW of power by 
2003 at prices lower than it 
would cost the state electric- 
ity generator. Egat 

Developers, which based 
their bids on an exchang e 
rate of Bt25 to the US dollar 
instead of about Bt35 cur- 
rently, have demanded that 
Egat renegotiate power pur- 
chase agreements so new fin- 
ancing can be obtained. 

Egat accepts that the 
agreements need to be 
changed. Siridat Glank- 
wahmdee. Egat’s assistant 
governor for policy and plan- 
ning, says: "Even with a 
lower demand growth projec- 
tion (because of felling eco- 
nomic growth) we will have 
an electricity shortage with- 
out the independent power 
producers.” 

It has proposed adding an 
"availability payment" 
indexed to take into account 
the fixed cost of investment, 
in dollar terms. Producers, 
however, say this does not 
push enough foreign 
exchange risk on to Egat 


Volatile stock market 
movements have added to 
the problems of those Inde- 
pendent producers which 
have used flotations to refin- 
ance projects and release 
capital for new investments. 
BZW Asia has estimated that 
$15bn-$20bn could be raised 
through equity offerings by 
Asian power generators over 
the next few years. 

The recent stock market 
performance of Malaysian 
generators like YTL Power, 
in which British construc- 
tion group John Laing has a 
small stake, has been disap- 
pointing, however, and could 
undermine prospects for 
future floatations. 

The failure of plans to 
float Bakun Hydro-Electric 
Corporation on the Malay- 
sian exchange was one of the 
main reasons for the proj- 
ect’s cancellation. 

Political risks also abound. 
In Pakistan, Consolidated 
Electric Power Asia (Cepa), 
recently taken over Grom 
Hopewell by Southern. 
Energy of the US, hopes to 


persuade Islamabad not to 
cancel a SS.5bn power proj- 
ect awarded by the previous 
Bhutto government in Sindh 
Province. 

Nonetheless, power 
schemes, which fix electric- 
ity price levels over the full 
life of concessions and pro- 
vide a guaranteed stream of 
income, remain more attrac- 
tive to bankers and project 
financiers than other forms 
of infrastructure investment. 

Some earlier power pur- 
chase agreements which pro- 
vided higher fixed prices to 
independent producers have 
prompted criticism in coun- 
tries like Malaysia, where 
Tenaga. the state-owned 
electricity generator, has 
been forced to pass on 
increased costs to end users. 

On the other hand, Malay- 
sia has managed to sustain 
its rapid economic growth 
without the power blackouts 
that aggravated the reces- 
sion in the Philippines 
1989-93 and led to an upsurge 
in private power investment 
in that country. 
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Investment attention Is 
now moving away from the 
growth economies of south- 
east Asia to the sleeping 
giants of the region: India 
and China. 

Enron, in spite of serious 
problems In gaining final 
approval for its Dabhol 
scheme, has announced 
plans to build a further 
10.00QMW in new generating 
capacity which could cost up 
toSlObn. 

Progress also has been 
made in China, where failure 
to develop acceptable conces- 
sion terms had discouraged 
some international investors 
from entering this poten- 
tially massive market 

Electricite de France, the 


French utility, and GEC Als- 
thom, won a concession last 
year to build the S600m Lai- 
bin B power station in 
Guangxi in a deal heralded 
as providing a model for 
future foreign participation. 

. International investors are 
now awaiting the outcome of 
bidding for the S700m 
Wangcheng power station 
near Changsha to see 
whether Chinese authorities 
will build on this progress. 

The need for power in 
countries like China and 
India means that problems 
will always be solved. The 
latest turmoil in financial 
markets will make investors 
wary, but no-one can afford 
to ignore this market 


HOPEWELL HOLDINGS* by Louise Lucas 


At ease with all the risks 


INDEPENDENT POWER PRODUCERS IN ASIA 

Past, Present and Future 


One Hong Kong 
company has 
survived strikes, 
devaluations and 
fickleness - so far 


With restructuring and reform of the energy markets across Asia, die investment prospects for IPPs across Asia are 
many but also varied. The variety comes in the form of technologies used, capacities, contractual arrangements and 
incentives each country offers. Virtually any generation technology can find a private investment home somewhere 
in Asia. The question is: do you have enough information and statistics to make a sound decision? 

IPPs in Asia - the new management report from FT Energy - will provide you with detailed analyses and 
information to help you understand this energy market segment and make decisions on investing in the 
lucrative Asian energy markets. 
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POWER IN ASIA 

The twice-monthly newsletter on the most lucrative electricity market in the world. 


provides normally inaccessible information from both the energy industry and the governments across all 
countries in Asia 


highlights all project activities and provides news of the latest tenders 
gives progress reports on existing schemes and forecast future projects 
presents regular statistical examination of electricity production & consumption 
analyses financial activity 

studies the implications of serious political issues and effects 


To obtain a FREE sample copy of Power in Asia. 
please contact the address below. 

FT Energy, 159 Telok Ayer Street,. Singapore 068614, 
Tel: +65 323 6375 * Fax: +65 323 4725 
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Hopewell Holdings knows 
that even If Asia's streets 
are paved with gold, they are 
also riddled with potholes. 

The company, one of 
Asia's biggest infrastructure 
groups, has encountered a 
raft of problems in its bid to 
bring power, roads and rail- 
ways to the region: govern- 
ment about-turns, strikes, 
worker arrests, currency 
devaluations, growing debts 
and a share price which has 
failed miserably to keep pace 
with the market 

Its biggest headache, cur- 
rently, is in Thailand, where 
the government is threaten- 
ing to scrap its $3.7bn rail 
and road system unless 
Hopewell can prove it has 
secured finance to complete 
the project 

The Bangkok Elevated 
Road and Train System 
(Berts) has been plagued by 
government wrangles (oiled, 
to some extent, by the fre- 
quent personnel changes 
within the Thai cabinet) 
ever since the contract was 
awarded in 1991. 

“The Thais haven't 
changed the parameters,” 
says Sir Gordon Wn, chair- 
man of Hopewell. “They 
haven't created their param- 
eters in the first place.” Mov- 
ing the goalposts rendered 
parts of the agreement 
untenable: what Hopewell 
took to be a resolution of 
disagreements regarding the 
route of the road was proved 
to 'be otherwise when work- 
ers returning to the site 
were arrested. 


He insists he remains com- 
mitted to the project - 
which is now around 20 per 
cent completed - and. more 
surprisingly, that he would 
do it all again. The project 
has swallowed tip $560m of 
Hopewell cash: to date there 
is no loan money involved. 

Analysts reckon the latest 
Thai threat may be no more 
than posturing. It came 
barely a week after Sir Gor- 
don demanded an increase in 
the tariff structure, claiming 
that the de focto devaluation 
of the Thai baht had put his 
costs iq) by around 15 to 20 
pex cent. 

He further said it would 
no longer be possible to fin- 
ish the first 44.5km stretch 
by December 1998, the Thai 
deadline which coincides 
with the Asian Gaines and. 
the king’s birthday. 

Instead. Sir Gordon has set 
a completion date of 30 
months from the day the 
Thai government grants 
nine requests which he sub- 
mitted In January this year. 
These include approval Of 
the fare str u ct ure , a Sioom 
loan to show commitment, 
and approval of land acquisi- 
tion rights. 

In total, Hopewell plans to 
invest SlTbu of equity in the 
project, but analysts have 
questioned its ability to fund 
thus after ties were severed 
with Consolidated Electric 
Power Asia (Cepa), the inde- 
pendent power producer 
spun off from Hopewell in 
November 1993. 

Cepa was sbld to Southern 
Company, the US electricity 
group, in October last year. 
Southern initially paid 
$2.7hn for 80 per cent of 
Cepa, and subsequently 
bought out the balance in 
July — after first stripping 
out an Indonesian power 


plant, Tanjung Jati, which 
remains with Hopewell. 

Par Southern, the capital 
commitments required by 
TUnjung Jati did not stack 
up with the rewards. For 
Hopewell, says Sir Gordon, 
the swap was a good one: 
from 20 per cent of Cepa’s 
total 4.000MW for 80 per cent 
of plus the opportu- 

nity to build another two 
plants. 

Analysts don’t share Sir 
Gordon’s reading: they 
believe he surrendered a 
steady earnings stream for 
uncertain future cashflow. 


"You have to 
march down 
debt valley. 
There is no 
place for 
amateurs' 


as Tanjung Jati B will not be 
finished before 3000, and 
requires another $200m in 
equity. 

The parting of ways, how- 
ever, was about more thaw 
the relative risks and merits 
of an Indonesian power 
plant. Southern and Hope- 
well clashed over manage- 
ment styles: the more hierar- 
chical reporting fines of the 
US company did not sit with 
the entrepreneurial style of 
Cepa, which was essentially 
run by Sir Gordon and Stew- 
art Elliott, his right-hand 

man. 

Mr Elliott,' who quit Cepa 
in June, was the -first casu- - 
alty of this clash. His depar- 
ture was well remunerated, 
however, and analysts say 
he may not remain too long 
at Hopewell 


As part of its deal with 
Southern, Hopewell is barred 
from developing any new 
power projects in the region 
until 2007, which in effect 
throws the focus back on 
roads and transport Its big- 
gest toll road project is a 
rather rough $i.5bn six-lane 
expressway linking Hong 
Kong with Guangdong, 
which has also been plagued 
by strikes and rows. 

Ihe road, which opened in 
1994, is still not witnessing 
the levels of traffic forecast, 
although the company 
belives this will be lifted 
once Hong Kong vehicles 
can travel more freely across 
the border, and as the Chi- 
nese economy improves. 
Break-even on the project, 
for which negotiations began 
in 1930. is expected this year. 

Michael Breukels. analyst 
at Nikko Research Centre in 
Hong Kong, notes: “With the 
potential for further growth 
in the power sector now 
removed for the next io 
yaars. fierce competition for 
toll road projects in China 
and limited cash resources, 
Hopewell’s strategy of being 
a premier Infrastructure 
company is facing sizeable 
obstacles." 

The lack of funds - or per- 
ceived lack of funds, Hope- 
well would say — is a favour- 
ite theme among analysts, 
but sir Gordon calculates 
gearing at under is per cent, 
leaving ample room for fur- 
ther borrowings. And that, 
in infrastructure, is very 
much the style of play. 

.“You have to go on the 
march down debt valley.’’ he 
says, “1 believe there’s no 
place for amateurs In this 
game, although by and large 
in Asia it’s safer because 
things like roads have to go 
up." 
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BuVW-operate-transfer projects: Bovis-Thames 
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WATER • by Andrew Taylor 


A growing river of need 


Tlie lack of clean 
water is one of 
the hindrances to 
the. region's 
growth 

To watch. Asia's poor wash- 
ing: clothes in city rivers 
Ailed with raw sewage, is to 
get some idea of the mor- 
mons task the region feces 
to provide decent infrastruc- 
ture for its rapidly rising 
population. 

The World Bank has- iden- 
tified. the lack of reasonable 
quality water supply as one 
of the biggest impediments 
to sustainable world develop- 
ment It estimates that more 
than $600bn will need to be 
spent- in improving the 
global water supplies over 
the nest decade, much of it 
in Asia. 

. But with the region's econ- 
omy growing sharply, gov- 
ernments are unable to fund 
even same of the simplest 
water requirements of 
people, industry and com- 
merce as demand grows. 

Public administrations, as 
in. other areas of infrastruc- 
ture development, are turn- 
ing to private sector capital 
to help fund ambitious clean 
water programmes in mega- 
cities like Jakarta, Manila , 
Bangkok and Shanghai. 

AH of these developments 
involve large European 
water companies, backed by 
international bank projects, 
which hpve won concessions 
to upgrade and operate city 
water and 'sewerage system 
fbr:up to 30 years. 

JElsewhere, build-operate- 
transfer (BOT) water pro- 
jects are being considered in 
'Hhnoi, '.Vietnam, while the 


Sindh government in Pakis- 
tan has been investigating 
the possibilities for private 
participation in Karachi 
water and sewerage 
operations. 

Local companies, too, have 
been getting in on the act 
Puncak Niaga, in Malaysia, 
became the first independent 
water treatment plant opera- 
tor to be listed on Kuala 
Lumpur stock exchange this 
summer. 

The company, which last 
year raised $520m in project 
finance, is building a new 
water treatment plant as 
well as taking over existing 
plants in the region of Selan- 
gor. The group says it is now 
negotiating with other states 
to operate and manage water 
treatment plants. 

ftugress, however, is slow. 
Water has proved less attrac- 
tive to private investors and 
bankers than, other, forms of 
infrastructure, such as 
power and telecommunica- 
tions, where pricing to cus- 
tomers has been less of a 
. political issue and returns 
are more assured. 

Geoffrey Spence, director 
of Deutsche Morgan Gren- 
fell, speaking at the FT 
World Water Conference in 
April, estimated that there 
was about £i0bn of private 
sector investment currently 
commited to water projects. 
Of this, a single develop- 
ment, the privatisation of 
Manila's water supply, 
accounted for about £7bn. 
The investment in the Phi- 
lippines’ capital, moreover, 
was to be spread over a num- 
ber of years. 

Big city projects, unsur- 
prisingly, have dominated 
the private sector water 
investments in Asia. 


Pat Jackson, commercial 
director of Thames Water, 
the privatised UK water 
company which Is involved 
in several of these schemes, 
says Thames prefers to nego- 
tiate fees to manage and 
develop existing publicly- 
owned assets rather than 
take on tbe construction 
risks involved in building 
expensive new plant. 

Water, unlike power and 
telecommunications, he 
says, has been regarded as a 
free right In many Asian 
countries. Supply often has 

I Water has 
proved less 
attractive to 
investors and 
bankers than 
other forms of 
infrastructure 

been heavily subsidised, 
making it difficult for pri- 
vate operators to move to 
higher tariffs in order to pay 
far tbe heavy capital invest- 
ment needed to improve 
systems and provide an ade- 
quate rate of return. 

The company has won a 
25-year concession to operate 
and expand, the water supply 
system in the eastern half of 
Jakarta, the Indonesian capi- 
tal It will collect tariffs on 
behalf of the city authorities 
but will receive its income in 
the form of a fee. 

A consortium led by Lyon- 
naise des Eanx has won a 
similar deal to operate water 
supplies in the western half 
of tbe city. Both consortiums 


will be making investments 
in expanding and improving 
supply and reducing leak- 
ages, with Thames expecting 
to spend £ 160 m over the next 
five years. 

Thames also has a 50 per 
cent stake in a BOT joint 
venture with Bovis, the con- 
struction arm of the British 
P&O group, to build and 
operate under a 20-year con- 
cession, the $7Qm Da Hhang 
water treatment plant in 
Shanghai. 

The two companies are 
again involved in $95m joint 
venture to build and operate 
a new water treatment plant 
at Pathum Thani close to 
Bangkok, the Thai capital 
and have a contract to man- 
age the drinking water sys- 
tem in Kelantan in Malaysia, 
expected to involve an 
investment of 5120m. 

Mr Jackson says: “The 
Jakarta contract on its own 
will involve us initially sup- 
plying 2m people with dean 
water. This eventually will 
rise to 5m with 70 per cent of 
these being served within 
the first five years." 

French and British compa- 
nies such as Thames, North 
West Water (now part of 
United Utilities) Lyoonaise 
des Eaux and Compagnie 
Generate des Eaux have 
been at the forefront of inter- 
national investment, in Asia 
- reflecting tbe strength of 
the privatised water sector 
in Britain and France. 

US companies have also 
been attempting to break 
into the Asian market. 
Bechtel, the US construction 
group, has teamed up with 
North West water on part of 
the Manilla scheme. 

The two companies, 
together the the local Ayala 
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Corporation, are part of a 
consortium which won a 25- 
year concession to take over 
half of the city’s water sys- 
tem. similar to the deal won 
by Thames in Jakarta. Lyon- 
naise des Eaux, repeating its 
success in the Indonesian 
capital, will be responsible 
for managing the other half 
of the city. 

The concessionaires are 
expected to invest about 
£7bn to Improve the dilapi- 
dated water and sewerage 
system which serves more 
than 10m people. Spending 
in the first few years, how- 
ever, is expected to be lim- 
ited to several hundred mil- 
lion pounds. 

Deals like these have cap- 
tured the headlines but more 
needs to be done, particu- 
larly in rural areas where it 
will be more difficult to 
attract private investment 


About an hour's journey 
OUtside Shanghai, an 

unremarkable water 
treatment plant is 
generating a 
disproportionate level of 
international interest 

The $70m project which 
wall start pumping water 
next month, was the first 
fully-funded bufid-operate- 
transfer (BOT) project in 
China wholly undertaken 
by foreign firms. 

Bovis, the UK 
construction group, 
together with its partner 
Thames Water, a utility 
company also from the UK, 
won the concession to build 
the treatment plant and 
then manage the project for 
the next 20 years. 

As foreign companies 
struggle to prize open 
China’s vast but heavily 
restricted market for 
utilities and infrastructure 
projects. BOTs are an 
attractive method of 
structuring deals for both 
tbe Chinese client and 
foreign infrastructure firms. 

For the Chinese 
government, which is 
committed to a huge range 
of expensive infrastructure 
projects but is restrained by 
limited national and 
provincial budgets, BOTs 
offer a number of benefits: 
First, the BOT contract 
does not require the state to 
make any initial capital 
outlay. Second, repayment 
only starts once the focility 
is up and running, so the 
state can reimburse the 
constructio a /operating 
company once the project is 
producing a cash revenue. 
Third, the bulk of the risk is 
shouldered by the 
contractor. And, fourth, the 
asset ultimately ends up in 
Chinese hands as 
ownership of the plant 
reverts to the client at the 
end of the concession. 

For the foreign contractor 
tbe appeal of BOTs in China 
is simple: higher risk offers 
higher returns on 
investment than a direct 


construction contract and, 
in many cases, BOT is tbe 
only mechanism by which 
international companies 
can secure tbe work. 

The Bovis-Thames water 
treatment plant at Dachang, 
by no means the biggest 
deal in the expanding 
portfolio of Chinese BOT 
contracts, nevertheless 
offers an interesting model 
of the kind of deal that is 
likely to become 
incr easi n g ly common for 
international infrastructure 
contractors in China. 
Indeed, Bovis itself is in 
negotiations to secure a far 
larger construction contract 
in the Shanghai area and is 
discussing a BOT 
structuring to the deal. 

In late 1994. Bovis agreed 
to put a design team 
together to price the 
Dachang project, investing 
53m into researching tbe 
feasibility of the project In 
partnership with Thames, 
they won the concession 
contract in October 1995. 

Of the total 570m 
investment, Bovis and 
Thames Water agreed to 
provide $21. 9m, leaving the 
re maining $5L.lm to be 
arranged by a consortium of 
international finandal 
institutions. The loan was 
one of the first limited 
recourse loans provided by 
foreign institutions for a 
project in China, with no 
support from export credit 
agencies or foreign 
exchange guarantees. 

Under the t er ms of the 
agreement, the Shanghai 
Municipal Waterworks 
Company, the client, repays 
the Interest on the loan in 
the first year of operation - 
at which time phase one of 
the project, treating 200,000 
cubic metres of water a day, 
is operating and phase two, 
with equal capacity, is 
being completed. 

For a period of 20 years 
thereafter and on the 
condition that the Dachang 
plant does not default on its 
commitment to provide an 


agreed volume of clean 
Water, Shanghai 
government authority pays 
the Bovis-Thames company 
interest on the bank loan, 
repayment costs of the bank 
loan capital, repayment of 
the investors' equity and 
return on equity at an 
undisclosed rate, and the 
operating costs of the plant 

Allen Metis, Bovis ’s 
general manager for H frina 
would not give details of 
tbe rate of return on tbe 
company's investment, 
saying only that "at 
Dachang, we are making a 
higher margin associated 
with the higher risk". 

Much of the risk seems to 
have been taken in the 
construction phase of the 
concession, as Bovis has 
had to contend with 
Shanghai’s difficult clay 
foundations and they spent 
three months stabilising the 
site. Under the contract, 
some of Bovis' building 
contractors have been 
supplied by a subsidiary of 
their client, the Shanghai 
Municipal Waterworks 
Company. 

Although Mr Matis 
retains reservations about 
aspects of BOT deals - for 
example, he believes 
competitive tendering can 
prove counter-productive j 
for both client and 
contractor as the bidders i 
may sacrifice quality for 
cost - he expects the BOT 
business to grow in China. 

"China has enormous 
infrastructure de man ds 
it does not have tbe funds 
to pay for them all 
directly,” he says, arguing 
that BOT projects can both 
defer and reroute payment 
away from central 
government For firms 
willing to take on the risks 
of BOT, he adds, the 
rewards are great If you 
do one plant in China, then 
there is the potential to do 
20 or 30 more.” 

James Harding 




Our Super Market has Asia’s widest range of financial services. 

Why choose anywhere else? 


Ac the heart of che world's fastest growing economic 
region is Hong Kong. Asia's Business Super Market. And in 
store is the region's financial services centre. 

Our city's growth into one of the most dynamic, 
innovative and powerful economies on earth has been driven 
by well-regulated and smoothly efficient financial markets. 

As Asia's financial hub. Hong Kong has already attrac t ed 
525 banking institutions — including 83 of the world's top 

100 — to establish their regional headquarters 

here. Together with fund management, H)B| 
corporate finance, stockbroking and investment 'wB 


largest financial centre and Asia's biggest source of foreign 
direct investment. 

This pool of expertise and capital, coupled with our 
legendary speed and efficiency means that more deals get 
done more quickly In Hong Kong than anywhere else in the 
Asia Pacific region. 

Nowhere else will you find more of Asia's opportunities 
under one roof. And this Super Market is open to you 
right now. To find out how we can help you, 
simply call (852) 2584 4333, or drop by your 
19 s nearest HKTDC office. 


companies, they have made us the world's fourth f CR8R8H HONG KONG. ASIA’S BUSINESS SUPER MARKET. 

Hang KongTrade OndapmenCoandl 


Hod OSes: Skh Floor. Ofce Tow. C mwMm fax. I hbrtogr Read. WiadaL Hon* Kong TrtBHlBBMJH En: fgSBttM-IBW 

Lo~*>n office OF. W« Hcua, 5? Bud*ctam Gwt Uxdot swt MJ, EnqjBd T«t 44-HUTH-aS-IMl fwM.KH7ll-08.9W6 Ewi hi*$ni*ar«riifcaiJ* 












VI 


FINANCIAL TIMES 


TUESDAY SEPTEMBER 


23 1997 


6 ASIAN INFRASTRUCTURE 



INDIA • by Mark Nicholson 


Sparking future 
interest in power 


Route masters: nearly 20 per cent of Girina's ' 


CHINA • by James Harding 


i are not connected by roads 
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Competition 
threatens an 
excess of supply 
and puts pressure 
on margins 

China has a gargantuan 
appetite for new infrastruc- 
ture projects, but wi th lim- 
ited fiscal resources over- 
stretched by rising welfare 
costs the government will 
struggle to foot the tun. 

The financial shortfall is 
farcing the Chinese authori- 
ties to open the sector to for- 
eign competition, offering an 
array of lucrative opportuni- 
ties to canny operators and 
investors. But they need to 
be shrewd - the infrastruc- 
ture market is vast, but var- 
ied by region, sector and fin- 
ancing conditions. 

The World Bank calculates 
that China’s infrastructure 
demand over the next five 
years will be worth $280bn, 
and a further $400tm will be 
spent in the following five 
years to meet the surging 
demand for electrical power, 
gas, telecommunications, 
highways, railroads, har- 
bours and airports. The fore- 
cast suggests that infrastruc- 
ture demand over the 
coming decade win represent 
7.4 per cent of gross domes- 
tic product per year. 

The forecast expenditure 
reflects the stage of Chinese 
economic development 
nearly two decades since the 
country began to embrace 
the principles or the market 
economy. Jacques Pastor, 
Asia director for the French 
company COLAS and repre- 
sentative of the association 
of European International 
Contractors, speaking in 
Shanghai earUa- thfc month 
said: “Compared to the 


impressive growth of produc- 
tivity and GDP, Chinese 
infrastructure development 
has lagged somewhat 
behind. " 

But in the last few years, 
he added, infrastructure 
development has become a 
prime objective of China’s 
economic planners, who are 
striving to maintain the 
country's economic growth 
record while dealing with 
the growing gap in living 
standards between rich and 
poor and the widening gulf 
between coastal areas and 
the inland regions. 

Earlier this year. Premier 
Li Peng explained the gov- 
ernment’s ambitious pten« to 
develop a “nationwide, com- 
prehensive transportation 
network” in terms of 
redressing the “uneven dis- 
tribution of resources and 
uneven economic develop- 
ment" in C hina 

China's infrastructure 
plans, tefcan by sector, indi- 
cate even grander ambitions 
than the World Bank spend- 
ing figures suggest 

• Roads: Nearly 20 per emit 
of China’s villages are not 
yet connected by roads and 
the transport system in the 
inland areas has been one of 
the many obstacles to the 
economic growth of the 
western regions. By 2000, 
China plans to build ann th ar 
110.000 km of roads, 6,000km 
of which will be express- 
ways, while 60 per cent of 
the roads will be in the cen- 
tre and west of the country. 

• Railways: At the end of 
1995, China had 62,600km of 
railways and expects to add 
a further 6,000km of railway 
as well as 4,000km of electri- 
fied lines by 2000. 

• Airports: With domestic 
passenger air traffic growing 
at an estimated 20 per cent 


per year. China has wit- 
nessed a rapid growth in the 
number and size of airports 
and terminals, driven both 
by the customs- demand and 
the local prestige still associ- 
ated with such projects, 
China expects to spend 
about $l2hn building more 
than 40 airports and upgrad- 
ing facilities by 2000. 

• Ports: China had 438 
deepwater berths by the end 
of 1995 and in the five follow- 
ing years is planning to com- 
plete a further 100 berths for 
10.0004wt ships, giving the 
country an additional han- 
dling capacity of 200m 
tonnes. 

• Power Between 1996 and 
2000, China is planning to 
invest YcG90bn (J83.lbn) in 
new power plants and 
improve existing facilities. 
In the period 197086, China 
built 87 power projects, 
using $13bn worth of foreign 
capital or 10 pm- cent of the 
total investment in the sec- 
tor. 

Shi Dazhen, power indus- 
try minister, says China is 
“determined to attract more 
foreign capital to speed up 
the development of the 
power industry". Between 
1996 and 2000, 20 per cent of 
the investment in the sector 
is expected to come from 
abroad. 

The need to raise funds is 
also prompting Beijing to 
open new financial avenues 
at home: power plants are 
expected to issue bonds in 
the next few years; the gov- 
ernment has endorsed the 
use of its vast foreign 
exchange reserves to buy 
domestic power generating 
equipment an an experimen- 
tal basis; 20 power plants 
have listed on the domestic 
stock markets and more will 
follow. 


But it is China's growing 
enthusiasm for Build-Oper- 
ate-Transfer contracts - par- 
ticularly in the power sector, 
but for other infrastructure 
projects as well - that has 
opened up mare rewarding 
opportunities for Interna- 
tional businesses. 

“Governments in many 
countries are trying to fill 
the gap by recourse to pri- 
vate finance for essentially 
public infrastructure pro- 
jects. The magic word is 
BOT," says Mr Pastor. 

Minister Shi says the BOT 
measures “are introduced to 
woo foreign investments", 
and such arrangements have 
been applied to the new Lai- 
bin power plant in Guangxi 
and the Rizhao plant in 
Shandong. The Changsha 
plant in Hunan Is inviting 
BOT bids. BOT daate offer 
contractors higher returns 
for taking on all, or nearly 
all, of the risk involved in a 
project (See the accompany- 
ing article an Bovis-Thames 
Water’s Dachang water plant 
on page five). . 

But BOT associated risks 
are not the only worries for 
would-be investors In Chi- 
na’s infrastructure. 

Wang Guoxing, professor 
at the Fudan Development 
Institute which advises the 
government on infrastruc- 
ture development, says one 
of the chief ongoing con- 
cerns for officials and con- 
tractors alike in China is 
project duplication. 

“Take airports. In China, 
they are repeating the same 
projects again and again and 
if all the plans are com- 
pleted, they simply will not 
be able to find the passen- 
gers to fill the terminals," he 
says, “One of the problems is 
that the regions do not con- 
tact each other." . 
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Oversupply and the erratic 
growth of demand as been a 
particular problem for a 
number of road builders 
along the eastern seaboard. 
While contractors say con- 
sumption projections for 
power plants prove rela- 
tively reliable,, toll roads 
have often proved costly as 
there has bear little co-ordi- 
nation in the development of 
the transport networks and 
traffic has grown more 
slowly than expected. 

Prof Wang believes says 
China “urgently ■ needs 
re gional co-operation in -the 
construction of roads and 
railways, where we - are 
deeply worried about the 
danger of losing a lot of 
money.” He argues that the 
safest route for investors in 
roads is to buy the oper a ti n g 
rights once the road has 
been built, rathe* than tak- 
ing an the construction as 
well as the operation of the 
project 

Arguably the - greatest 
challenge for companies 
interested in China’s infra- 
structure market Is the ris- 
ing tide of fellow foreign 
competitors, threatening an 
excess of supply and narrow- 
ing margins, 

The best known example 
of the many current infra- 
structure opportunities in 
China is the Three Gorges 
Dam, the world's largest 
hydroelectric project. It is 
also representative of the 
increasingly fierce competi- 
tion for contracts — the first 
awards for power generating 
equipment were announced 
last month at prices lower 
than the bidders had origi- 
nally hoped. 


The government 
wants to reverse 
the shortfalls in 
meeting energy 
requirements 

No infrastructural sector in 
India offers its poHcymakers 
more cause for alarm than 
power, as P. Chidambaram, 
India’s finance minister, has 
recently indicated. “Power is 
the single biggest con- 
straint" he said earlier this 
rnrmflY , ftrirtrnp that his min- 
istry was ready to consider 
additional public investment 
into electricity “even if it 
means the fiscal deficit, will 
be a. bit higher.” 

This remark, from a minis- 
ter whose constant mantra is 
otherwise fiscal rectitude, 

. gives same idea how criti- 
cally India’s power crisis is 
viewed. Some recent statis- 
tics explain why. 

India’s largely state-run 
utilities (only 4 per' cent of 
generation is, so far, in pri- 
vate hands) fell li per cent 
short of .average energy 
demand last year, and fully 
18 per cent short of peak 
Horn for electricity. In the 
.third quarter of t he last fis- 
cal year, electricity output 
grew by Just 8 JB per cant - 
the lowest quarterly increase 
in 15 years. Such poor per- 
formance was not the sole 
reason why fasten industrial 
output slumped last year - 
to 6,5 per cent from nearer 11 
per cent a year earlier - but 
it was an impo rta nt contrib- 
utor. 

Moreover, the immediate 
prospects for improvement 
are limited. Not only has the 
rate of Increase in power 
generation capacity slowed 
since the 1980a - from above 
8 per cent a year to 2-3 per 
cent in the past two years - 
but even on an optimistic 
view, it will be at least two 
or three years before India 
sees an acceleration in 
capacity generation. 

In a recent briefing note, 
India's power ministry noted 
that, “power shortages are 
likely to acoantnate in the 
next three years” given that 
only around 11,000 Mega- 
watts (MW) of additional 
capacity are likely to come 
an stream oyer that period. 
The ministry hopes that an 
additional 3Q.00QMW will be 
commissioned in the follow- 
ing two or three years. But 
much rests on the Indian 
government ironing out 
some of tto remaining policy 
and financial problems 
which have beset the com- 
plex and ailing power sector. 

Private and foreign inves- 
tors initially greeted with a 
flash of enthusiasm the gov- 
ernmental deci s io n in 1892 to 
open The power sector to pri- 
vate and foreign capital. 
Hundreds of MOUs were 
signed between state elec- 


tricity boards (SEBs), the 
main buyers of private 

- power, private investors. 
‘ many of ■ them foreign. 

Famously, the Indian gov- 

- eminent also decided to 

pump-prime the process by 
offering eight “fast track” 
power projects, many backed 
by some of the biggest US 
and British power groups, 
sovereign guarantees of pay* 
meat for the power - an 
ackno wledgment that most 
fruited languished in 

financial ruin by virtue of 
their politically-determined 
subsidies to farmers and 
domestic users. 

five years on, however, 
and of the initial opti- 
mism has been realised. Of 
eight “fast track" projects, 
only four have had their 

counter-guarantees approved 

by the government Only one 
of the eight projects has 
began producing power, and 
only one of the foreign- 
backed projects, the Dabhol 
power plant led by Enron 
C o rpo rati on, the US energy 
group, is under construction 
and on schedule. 

Five years on, 
little of the 
initial 

optimism has 
been realised 

For the mega-prqjects, and 
legion of smaller proposed 
power investments, the prob- 
lems have been m anif old. 
The .need for projects to be 
cleared by both state and 
central government led to 
inordinate bureaucratic 
delay, and often politically 
inspired reviews and re-re- 
views of projects. Central 

government finanHng guar- 
antees were awarded slowly, 
If at an, because of the 
finance ministry's intense 
concern over potential con- 
tingent liabilities arising 
from such underwritings. 
Projects without such guar- 
antees, meanwhile, found- 
ered for want of adequate 
payment safeguards from 
the mostly loss-making 
SEBs. 

Taming this sector around 
is an Immense and 
Immensely complex task. 
But according to Yogendra 
Alagh. the power minister, 
discernible progress is at 
hand. Mr Alagh, who was 
drafted into the power minis- 
try from India's planning 
commission earlier this year, 
identifies three critical 
areas: improving generating 
output fo nm India’ s existing 
capacity; speeding up the 
clea r ance procedure for long- 
delayed power projects; and 
urging on reforms at state 
level which will restore state 
electricity- boards to finan- 
cial health. 


On the first, there is 
already progress. 
load factor - thejrfSctency 
measure - of «****»£ 
run utilities improvedto 61, 
oer cent by August this year, 
from 57 per cent four juns 
aao Mr Alagh said that 
sharp recent improvements 
in PLF alone accounted for 
an improvement in power 

output rates, which averaged 

sper cent growth in June. 

July and August. 

On clearances of delayed 
projects, both he and Mr QU- 
dambaram. insisted^ earlier 
this month that neither of 
thgir ministries were any 
longer sitting on or review- 
ing projects. Mr Alagh said 
central government bodies 
had now approved an addi- 
tional 17.00GMW of capacity 
additions, and that a further 
3.00QMW would be approved 
by the year’s end. 

The progress of these pri- 
vate projects lay. he said, no 
longer directly in centra! 
government hands, but in 
the developers’ ability to 
reach financial closure for 
the approved projects, and in 
their finding commercially 
viable fuel supply contracts. 
On the former, Mr Alagh 
said he was urging India’s 
central bank and other rele- 
vant ministries to relax lend- 
ing rules for state-run finan- 
cial institutions, which limit 
their exposure to any given 
industrial sector to just 15 
per cent of total loans. He 
said he is also urging the 
central bank to reconsider 
Ipp fling limitations for com- 
mercial banks, which he 
suggested are also inhibiting 
the ability of private power 
developers to tie down 

flnanms. 

On state level reforms, 
there are also some encour- 
aging signs. Orissa, Raja- 
sthan and Andhra Pradesh 
states have each embarked 
on a series of reforms which 
would, eventually, see the 
nnhmwDing of the 8t&t£-run 
utilities, separation and in 
some cases privatisation of 
generation and transmission 
and distribution, along with 
the creation of an indepen- 
dent regulatory authority to 
set tariffe - which are cur- 
rently set by the politically- 
controlled SEBs. To support 
the latter moves, the power 
ministry has proposed legis- 
lation, currently before the 
Indian parliament, to estab- 
lish a woHnnai power regula- 
tory authority. 

But progress will have to 
accelerate if India’s power 
sector is to keep up with 
demand. Even assuming that 
the estimated 40.00QMW of 
additional capacity will 
come on stream over the 
next five years, the ministry 
estimates that India will 
need an additional lO.OOOMW 
of capacity every year for 
the next decade to meet 
demand. 
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NORTH AMERICAN AEROSPACE 

American companies are teaching their 
European competitors the importance 
of adaptability in a fast-changing 
industry. Michael Skapinker reports 

World’s skies are 
dominated by US 


‘et engines ware invented 
in Europe. The first com-' 
mercial jet aircraft to fly 
was British. But as civil 
aviation’s first . - century 
draws to a dose, it is the US 

- which .rules the skies. • • ' ' 

• Boeing is the world's big- 
' gest maker of civil and mili- 
tary' .aircraft. Two of the 
three; biggest aircraft engine 
maunfacturers in the world 
-“General Electric and Pratt 
&' Whitney - are American. 

: And. more than a dozen US - 
defence contractors have 
reacted to falling defence, 
budgets by. ; forming just 
three large companies.' 

; '= The US aerospace industry 
has powerful competitors in 
Europe, such, as Airbus 
Industrie, the aircraft raanu-; 
factoring. consortium, and 
Rolls-Royce, the UK engine 
maker.- 

- But the European Industry; 
is struggling to reform itself 
to compete with the US 
giants. And Japan - such a 
formidable competitor to the 
US -in; industries such as ' 

plays only a small part in 
the aerospace industry. 

. As defence budgets have 
faflen and airlines Insisted 
. on buying cheaper aircraft, 
US companies have been 
. quicker to merge and cut 
costs than European rivals. 

At. a Financial Ttmes con- 
ference in. Paris this stun- 
■ mer r Micky Blackwell, presi- 
dent ; of the aeronautics 
business of Lockheed Mar- 
tin,- quoted Charles Darwin: 
“It is not the strongest of the 
species that survives, nor 
the most intelligent It is the 
. one that is most adaptable to 
change." .... 

Mr Blackwell said of the 
consolidation of the US aero- 
space industry: “We’ve not 


only seen Darwin at work; 
we’ve seen him working at 
Mach 2 with his hair on 
fire." 

When it comes to adapting 
to change, the US has sub- 
stantial advantages over 
European rivals such as Air- 
bus, ' .British Aerospace, 
Aerospatiale of France and 
Daimler-Benz Aerospace of 
Germany. The US aerospace 
and defence companies are 
all subject to the same legal 
system, speak the same lan- 
guages have .similar business 
cultures and have the US 
government as their biggest 
defence customer. 

; Europe’s aerospace and 
defence companies are all. in 
principle, in favour of con- 
solidation so that they can 
compete more effectively 
against the US. But Euro- 
pean governments are reluc- 
tant to buy defence equip- 
ment from neighbouring 
countries’ manufacturers. 
And they are unwilling to 
allow their national aero- 
space and defence companies 
to disappear into a pan-Euro- 
pean group. 

Washington, by contrast, 
has actively encouraged the 
consolidation of the US 
industry. In 1993, Les Aspin. 
the then US defence secre- 
tary, invited the chief execu- 
tives of the biggest Ameri- 
can defence and aerospace 
companies to dinner. Mr 
Aspin told them times were 
going to get tougher and not 
all of them could survive. 
The event has become 
known in the industry as 
"the last supper". 

Since then, three defence 
groups, Boeing, Lockheed 
Martin and Raytheon have, 
through a series of take- 
overs; come to dominate the 
industry. The most signifi- 


cant of the takeovers, Boe- 
ing’s acquisition in August 
of McDonneil-Douglas, 
received strong support from 
the US administration. 

As soon as the proposed 
takeover was announced in 
December. European aero- 
space executives assumed it 
would happen because the 
White House and the Penta- 
gon wanted it to. The US fed- 
eral trade commission gave 
its approval. However, the 
European Commission indi- 
cated that Boeing would 
have to fight bard to get its 
takeover approved. 

Karel Van Miert, the Euro- 
pean Union competition 
commissioner, said that the 
merger posed serious prob- 
lems. He objected to the 
large worldwide market 
share Boeing would have - 
84 per cent of aircraft in ser- 
vice - as well as the oppor- 
tunities the group would 
have to use McDonnell-Doug- 
las’s government research 
funding to subsidise its com- 
mercial activities. 

Above all, Mr Van Miert 
objected to the exclusive 20- 
year supply deals that Boe- 
ing had concluded with 
three airlines - American. 
Delta and Continental. Boe- 
ing began to realise in the 
spring that it could not 
ignore Mr Van Miert. If Boe- 
ing had gone ahead with the 
takeover, Brussels could 
have fined the enlarged Boe- 
ing 10 per cent of its annual 
$48bn Uimover. 

A1 Gore, the US vice-presi- 
dent, visited Boeing's home 
city of Seattle and assured 
the group that the adminis- 
tration would take “what- 
ever action is appropriate" 
to ensure that Brussels did 
not block the takeover. 
Seven US senators wrote to 


President Bill Clinton, accus- 
ing the EU of prejudging the 
issues surrounding the take- 
over. 

In the spring and early 
summer, it appeared that the 
US was prepared to launch a 
trade war against the EU if 
the merger was blocked, in 
the end, Boeing made sev- 
eral concessions to Mr Van 
Miert. 

These included removing 
the exclusivity clauses from 
the three agreements, main- 
taining separate accounts for 
the McDonneil-Douglas civil 
aircraft operations and mak- 
ing its defence patents avail- 
able to competitors. 

While Boeing felt humili- 
ated- at having to make the 
concessions, they will not 
significantly affect its future. 
The three airlines have con- 
firmed they intend to buy all 
their aircraft from Boeing, 
whatever their contracts 
say. Boeing has said it Is not 
constrained by Brussels in 


dealing with the future of 
McDonnell-Douglas’s civil 
aircraft programme as it 
sees fit. And industry ana- 
lysts say Washington will 
ensure that defence patents 
made available to European 
competitors will only be 
those not regarded as essen- 
tial to US security. 

The takeover leaves Boe- 
ing well placed to compete 
against the Airbus consor- 
tium, which is still discuss- 
ing plans to turn itself into a 
limited company a" a means 
of reducing its costs and 
speeding up its decision- 
making. 

This does not mean that 
Boeing, or the US aerospace 
industry, can afford to be 
complacent. Rolls-Royce has 
demonstrated that it can win 
engine orders against 
Genera] Electric and Pratt & 
Whitney. The UK group has 
developed a Family of 
engines which can be 
adapted to suit a range 


of new aircraft models. 

Airbus has shown, too, 
that it can win orders. The 
International Lease Finance 
Corporation, the Los 
Angeles-based leasing com- 
pany. recently split an SSbn 
order between Airbus and 
Boeing. 

Airbus has also shown its 
determination to end Boe- 
ing's monopoly of the large 
aircraft market. Boeing's 
747-400 is the only aircraft 
able to carry more than 400 
passengers. Airbus has said, 
however, that it will 
“stretch" Us A 340 aircraft to 
enable it to carry 380 passen- 
gers. It also plans to build a 
550-seat jet, provisionally 
called the A3XX. 

Boeing earlier this year 
shelved plans to build a 550- 
seat aircraft, but it now 
intends to build an extended 
version of the 747. which 
could carry 485 to 500 pas- 
sengers. Ron Woodard, the 
head of Boeing’s commercial 


aircraft business, said the 
new aircraft would offer a 10 
per cent improvement in 
operating costs over the 
existing 747. 

Mr Woodard said Boeing 
was talkin g to airlines about 
developing the aircraft aod 
would make a final decision 
in four to eight mouths. He 
said the new aircraft would 
be a far less ambitious proj- 
ect than the 550-seat origi- 
nally planned. Whereas that 
aircraft would have cost 
$7bn to develop, the 
“stretched" 747 could be 
done for 20 per cent of that 
or less. Mr Woodard said. 

Airbus will have to spend 
at least $8bn on the A3XX. 
Airbus had suspected that 
Boeing would not let it take 
its large aircraft monopoly 
away without a fight. The 
stretched 747 would be a rel- 
atively cheap way for Boe- 
ing. and the US aerospace 
industry, to maintain domi- 
nance. 
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MISSION: To design a new generation space launch vehicle that will dramatically reduce the cost and complexity of going into orbit. This will enable private companies to launch coundess 
space-based businesses and take advantage of a whole new universe of opportunities in the century ahead — just as private enterprise helped the aviation industry' take ot during this century. 


Quite possibly the mostj^r- fetched idea 

■ *7 


eair plane. 


JCCESS: I ockbecd Martin and our teammates have created an innovative yet practical design called VcnmrcStarTa reusable, single-stagc-ro-orbit vehicle. The first step: we arc building, and 
oon fly a 1 n -scale demonstrator — the X-33 — to validate die vehicles advanced technologies and capabilities, it's one way we. as a global technolog)’ leader, are helping to launch the future. 
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CIVIL AIRCRAFT • by Michael Skapinker — . 

Business is booming for passenger jets 


Competition between 
fewer big manufacturers 
is enabling airlines to 
force down prices 


gloomy note. “Things are a struggle." 
he said last month. 

It is the sort of struggle many compa- 
nies would like. The problems at Boe- 
ing. the world's biggest aircraft manu- 
facturer. are the fruits of success. 
Demand for new aircraft is so strong 
that Boeing cannot keep pace. 

By nest April Boeing will be turning 
out 43 aircraft a month, the highest 
level of output in its history. The com- 
pany has already moved some workers 
from its Boeing 767 assembly line to 
help with production on the 747. and 
has postponed delivery of 12 aircraft 


The US civil aircraft business is 
booming as airlines, whose aircraft are 
packed with passengers, place new 
orders. And if the US civil aircraft busi- 
ness is prospering, that means Boeing 
is, too. Boeing is North America’s larg- 


Amencan competitor. 

McDonneD-Douglas had almost disap- 
peared from the civil aircraft business 
when Boeing took it over. Lockheed, 
once a maker of commercial jets, bad 
also faded from the civil aircraft sector. 

Boeing has only one competitor left 
in the large civil aircraft market Air- 
bus Industrie, the European consor- 
tium, is the world’s only other manu- 
facturer of aircraft with more than 100 
seats. Airbus will fight hard against 
Boeing becoming the monopoly sup- 
plier of civil aircraft. 


The four companies which own Air- 
bus - Aerospatiale of France. Daimler- 
Benz Aerospace (Dasa) of Germany. 
British Aerospace, and Casa of Spain - 
are dismissing turning the consortium 
into a profit-making company. This 
would allow it to cut costs and improve 
customer service. 

The French have been reluctant to 
change the structure of Airbus, argu- 
ing that even as a consortium, it is a 
formidable rival to Boeing, with over 
one-third of the world market But the 
French socialist government has now 
recognised the need for change. 

Airlines win also continue to pit Boe- 
ing against Airbus when ordering air- 
craft driving down prices and putting 
increased pressure on both manufac- 
turers to make their products more 
cheaply. 

Philip Condit, Boeing's chairman, 
recognises that Boeing cannot afford to 


relax its grip on the world aircraft mar- 
ket Rig task is to winter Boeing less of 
a US company and more of a global 
organisation, able to respond to the 
demands of airlines of an nationalities. 
Mr Condit says he looks f orward to a 
time when people outside the US are 
unaware that Boeing is an American 
company. 

While Boeing d omina tes the market 
far large aircraft, three North Ameri- 
can companies are fighting far orders 
from executives, trim and sports stars 
for long-range corporate jets - 
although Airbus is planning to enter 
this market, too. The European consor- 
tium armmmnxl mfla i this year that 
it plans to adapt its A319 aircraft for 
use as a corporate jet 

Hie three North American competi- 
tors in this market are Boeing. Gulf- 
stream of Savannah, Georgia, and Bom- 
bardier. the Canadian aircraft, mass 


transit and snowmobile manufacturer. 

Boeing has formed a joint venture 
with General Electric of the US to man- 
ufacture long-range business jets based 
on the Boeing 737. 

Gulfstream is selling the Gulfstream 
V corporate jet Bombardier expects its 
jet, the Global Express, to be certified 
for flight by May next year. All three 
aircraft will be able to fly non-stop 
from New York to Tokyo or London to 
Singapore and will sell for $35m each. 

In addition to launching the Global 
Express, Bombardier has notched up 
another achievement in recent months. 
Boeing’s takeover of McDonnell-Doug- 
las m eans that Bombardier is now the 
world’s third largest civil aircraft man- 
ufacturer after Boeing and Airbus. 

This is a substantial achievement far. 
a group which only entered the aero- 
space business a decade ago. Bombar- 
dier has grown largely by buying some 


of the world’s most venerable aero- 
space companies, many of which had 
fallen on hard times. 

Bombardier, which has its headquar- 
ters in Quebec, has, over the past 
decade, bought Canadair and. de Havil- 
land of Canada, Learjet of the US and 
Short Brothers of Northern Ireland. 
With substantial government financial 
assistance and astute management. 
Bombardier has managed to turn these 
rampanies into viable competitors. 

Bombardier's strategy has been to 
avoid competing head-on with Boeing 
or Airbus, staying out of the large jet 
market and restricting itself to busi- 
ness and regional aircraft. 

The decision by both Boeing and Air- 
bus to enter the corporate jet market 
means, however, that both Bombardier 
and Golfstream are likely to find them- 
selves up against tougher competition 
than they have faced in the past. 


Ron Woodard, head of Boeing's est civil aircraft business. By taking 
commercial aircraft division, struck a over McDonnell-Douglas earlier this 

year. Boeing eliminated its only North 
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IIS AIRLINES • by Richard Tomkins 


Jumbo group 
in almost 
every field 


US manufacturer 
may decide to 
build bigger still 
to fight off Airbus 
challenge 

The new Boeing is a group 
of overwhelming sire and 
strength. It is the world's 
biggest manufacturer of 
civil aircraft. It produces 
the biggest passenger jet 
the world has ever seen in 
the Boeing 747-400, capable 
of carrying 400 passengers. 

It is the biggest maker of 
military aircraft It also has 
a substantial space business 
and is Nasa’s leading , 
contractor. Boeing expects 
to have revenues this year 
Of S48bn. It has 215.000 
employees. 

. Boeing’s civil aircraft 
range from the 737. which 
can seat as few as 100 
passengers, to the 747-400. 
Boeing is also producing 
business jets to a joint 
venture with General 
Electric, also of the US. 

One area where Boeing is 
not present is supersonic . 
jets. The only civil 
supersonic afreraft in 
service is the Anglo-French 
Concorde. A US programme 
to make a supersonic jet 

was abandoned in the 

1970s, although. Boeing 
continues to participate in 
research into a future 
high-speed aircraft 
Boeing this year shelved 
plans to build a 550-sea ter, 
although ft is planning to 
build a bigger version of 
the 747. 

However, Airbus 
Industrie. Boeing’s 
Boropean competitor, is 
pressing ahead with plans 
to build a 55 0-sea ter, 
provisionally called the 
A3XJL Airbus executives 
have always believed 
Boeing would build a large 
aircraft when the European 
corsortUun did so. 


Boeing is competing • 
against Lockheed Martin, 
its largest US defence - 
competitor, to build the 
Joint Strike Fighter, to be 
used by defence forces to. 
the US and elsewhere in the 
next century. 

Boeing is also involved in 
several innovative joint 
ventures, Including Sea 
Launch. This is a 
consortium which will 
launch satellites from a 
converted offshore oil rig. 
The other members of Sea 
Launch are Kvaemer, the 
Norwegian shipbuilder, 

ESC Energia of Russia, 
and NPO-Yuzhnoye, a 
Ukranjan rocket 

Boeing also plans to 
collaborate with Bill Gates, 
head of Microsoft, and 
Craig StcCaw, the 
telecommunications 
e n tre pr ene ur , on a project 
called Tried esic. This 
venture aims to build and 
launch a constellation of 
288 satellites to create an 
‘internet in the sky”. 

Putting Boeing and 

McDonnell-Douglas . 

together has been a 
sensitive business, Philip 

Condit, Boeing chairman 
says. The two companies 
trace their histories batik to 
the very beginnings of dvO 
aviation and to three of its 
pioneers: Bill Boeing, 
Donald Douglas and James ■ 

McDonnell. 

While Boeing produced 
the B-52 bomber and the 
707, the world's first 
commercially successful 
passenger jet, 
McDonnell-Douglas was 
responsible for the DC-3, 
which once carried 90 per 
cent of the world’s air 
travellers, and the F-4 
Phantom n fighter aircraft 

Boeing has gone to some 
lengths to acknowledge 
McDonnell-Douglas’* 
history and heritage. The 
McDonnell-Douglas logo 



Extra caution is needed 


PhSp ComSC sen si tive task tor the cfa afaman 


has been incorporated into 
toe Boeing badge. 

Bat while Boeing 
executives continue to • • 
describe their, takeover of' ' 
McDonnell-Douglas as a 
“ m erger * , there Is no doubt 
which company is in 
charge.- Hie group 
headquarters are in Seattle, 
Boring's home town. Mr .’ 
Condit, Boeing's chairman, 
remains efcahum, and. chief 
executive of toe enlarged 
group. 

Most of the senior 
executive positions are held 
by Boeing managers. But 
McDonnell-Douglas 
executives still play a part 
in the new Boring. Harry 
Stonedpher, toe former 
chief executive of 
McDonnell-Douglas, has 
been appointed president 
and chief operating officer 
of Boeing. 

The group's military 
aircraft, helicopter and 
missiles business will have 
its headquarters in St. 

Louis, McDonnell-Douglas’s 
base. It is headed by 
Mike Sears, formerly 
president of 


McDeonrit-Douglas .’ 

. Aerospace. 

• Merging the two 
companies while air c raft ■ v 
production is at a record 
level means Boeing does ' 
irat have to announce ■ .. 
substantial redundancies. 

. Indeed, toe group is 
experiencing difficulties - 
Wilding enough s taff to 

build all file aircraft that ... 
airfines are ordering.- 

Putting the two. 
companies together during' 
a buoyant period should 
help toe integration 
process, providing jobstor 
most employees. . • 

Boeing will be helped by ’ 
some of its principal' 
competitors beingiu some 
disarray. 

The four European -- 
companies which own 

Airbus are debating a 
suitable corporate structure 
fear the next century. And 
Lockheed Martin, Itsrif the : 
product of a merger, is 
planning to take over 
Northrop Grumman, one of 
its rivals. 

Michael Skapinker 


Carriers are 
remembering 
history when 
considering . 
new aircraft 

When times are good, people 
travel: and in the US. they 
have been travelling as 
never before, sending airline 
industry profits to record 
levels. 

Even so, airlines are show- 
ing an unaccustomed degree 
of caution before rushing to 
buy new aircraft. So often in 
the past they have ordered 
aircraft in the good times 
only to take delivery in the 
bad. 

The industry’s current 
profitability contrasts 
sharply with a long period of 
losses In the first half of the 
decade. Between the begin- 
ning of 1990 and the end of 
1994, US airlines racked up 
net losses of more than 
$15bn - more than all the 
profits they had ever made 
since the invention of pow- 
ered flight. 

In 1995, however, they 
swung back into net profits 
of $2Jbn- Last year, that fig- 
ure rose to $2J3bn, and the 
Air Transport Association, 
an industry body, is forecast- 
ing that it will soar to a 
record $4£bn this year. 

Why the sudden growth? 
Doug Kelly, director of con- 
sulting at A vitas, an avia- 
tion consultancy, says: “The 
airline industry follows 
gross domestic product 
trends very closely. It’s usu- 
ally a 2:1 relationship in 
terms of passenger traffic 
growth, so if you see a GDP 
growth of 3 per cent, you 
usually find traffic growth of 
6 per cent-” 

The Air Transport Associ- 
ation agrees. “If. you put a 
chart of the an-ftno business 
next to a chart of how the 
US economy is doing, they 
look almost exactly the 
same,** it says. 

Passenger growth boosts 
profits not just because air- 
lines sen more tickets, but 
also because they can sell 
them at higher prices. Last 
week, in its 1998 Trends & 
Forecasts Preview for the 
Business Travel Industry, 
American Express reported 
that the typical business air 
fore on 215 US routes was 23 


per cant higher in the first 
seven months of this year 
than in the same period of 
last year. 

This figure requires some 
clarification. The year-on- 
year comparison is distorted 
by the expiration and rein- 
statement of the federal air 
ticket excise tax, which has 
occurred on two occasions 
since the end of 1995. Ameri- 
can Express acknowledges 
that actual fares paid by 
business travellers, as 
Opposed to advertised prioes, 
rose by only 12 pm- cent to 
the first seven months of 
this year because travellers 
sought out lower fares. 

to fact, the Air Transport 
Association claims that 
tough competition has kept 
fares down to much the 
same level as they were at in 
1995. to terms erf yield per 
passenger mile flown. It says 
nearly all the growth to prof- 
its has come from a surge in 
the number of passengers 
carried: the figure rose from 
547m in 1995 to 58im last 
year, and it expects another 
big increase this year. 

So are airlines buying 
more aircraft to accommo- 
date these extra passengers? 
Indeed, they are. But the 
worry, as always, is that 
they will end up taking 
delivery of these aircraft just 
as the economy turns down 
and passenger numbers start 
to dwindle. 

Since the era of passenger 
jet transport began in the 


1960s, there have been four 
cycles in the US airline 
industry, each comprising an 
upturn and a downturn and 
lasting seven or eight years. 
Avitas's Mr Kelly says that 
if the same pattern were 
maintained, the current 
cycle would now be 
approaching Its peak. Yet 
previous cycles were ended 
by hig events such as the oil 
price rises of the 1970s or the 
Gulf war of 1990; it is hard to 
see what big event win end 
the current cycle, or when it 
wifl occur. 

“Maybe the stock market 
will go down 20 per cent, 
people will become nervous, 
and ft will put us in a mini- 
recession." Mr Kelly says. 
“That’s what people are 
expecting. Everything’s been 
good fbr so long, they think 
something’s got to happen.” 

to the event that another 
downturn does come soon, 
Mr Kelly takes some comfort 
from the fact that manufac- 
turers are delivering aircraft 
rather more quickly than 
they used to. “It used to take 
24 months from when you 
placed an order until you got 
delivery, but now Boeing 
and Airbus have reduced 
their turnaround times to 12 
months or less,” he says. 
That means the potential 
order overhang is much 
smaller. 

The Air Transpor t Associ- 
ation also thtnkc the threat 
Is smaller than in previous 
cycles, “to the past, when 


business was good and air- 
lines were making money, 
we ordered excessive 
amounts of aircraft,’’ it says. 
“But we are doing much bet- 
ter this time at managing 
our capacity growth.” 

In the first half of this 
year, the association says, 
while passenger traffic was 
growing at an annualised 
rate of 6 pa- cent, capacity 
was growing much more 
slowly, at a rate of just 3.6 
per cent. 

That, of course, is a better 
guide to the pace of deliv- 
eries than the pace of orders. 
But looking ahead, the asso- 
ciation says a similar picture 
emerges: at the end of June, 
options and firm orders by 
US airlines totalled L385 air- 
craft, far fewer than 2,748 
that were on order at the 
peak of the last cycle, in 
ndd-1990. 

“This time we are taking 
some of the lessons learned 
about overcapacity and 
applying them to this part of 
our boom cycle, and airlines 
are manag i ng growth very 
well,” the association says. 

“As always, in the upside 
of a cycle, you are always 
pl a nning for the next down- 
turn, and airlines are doing 
that. Instead of spending 
everything on aircraft, we 
are paying down a lot of the 
debt incurred in the first 
half of this decade, which is 
going to leave us much 
stronger when the downturn 
comes. 





US aktinas are enjoying bumper business, but the question of buying more new skeraft jg a tricky on* 
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DEFENCE * by Christopher Parkes 


Sales drive is 
moving abroad 


This change of 
direction is likely 
to lead to some 
turbulence in 
. Washington 

If US budget cuts and the 
outbreak of peace have 
crimped US defence compa- 
nies' domestic revenues, 
they have also provided 
incentives and opportunities 
Cor bolstering sales abroad. 

With ample political and 
financial encouragement 
from the White House, a 
Congress richly piled with 
campaign contributions in 
the last electoral round, the 
industry Is trawling world 
markets for new prospects. 

The prospective members 
of the North Atlantic Treaty 
Organisation fNato). once 
captive customers of the 
Soviet Union. Latin Ameri- 
can markets - formerly off- 
limits - and Asian countries 
have all become the subject 
of. the ardent and lavish 
attentions of US defence sup- 
pliers. 

Sales corps, usually in the 
company of military top 
brass and diplomats, are 
increasingly active both at 
major public events such as 
air shows and in the corri- 
dors of defence ministries 
around the world. 


Executives are reportedly 
deep in conversation with 
European defence bosses, 
see king anianr-re which can 
increase their influence in 
the Old World and add mus- 
cle to their leverage in mar- 
kets traditionally associated 
with the British and French. 

While the sheer size and 
concentFatioa of the US com- 
panies - and the consequent 
economies of scale - might 
give them a natural commer- 
cial advantage In a less polit- 
ically sensitive trade, the 
likes of Lockheed and Boe- 
ing have accepted the need 
to factor in negotiation ele- 
ments far more disparate 
than price and delivery 
dates. 

At the same time, the 
restructuring of the US 
industry is likely to sharpen 
dramatically the competition 
Tor the industry leaders. In 
the case of Lockheed, it 
sequence of strategic acqui- 
sitions has played the main 
role in extending its interna- 
tional reach. 

From about 5 per cent at 
the end of the 1980s. the 
share of its revenues coming 
from exports rose to 18 per 
cent last year, with the 
recent purchase of Northrop 
Grumman, it will now 
Increase to 25 per cent 

Boeing, formerly a bit- 
player in foreign defence 


markets, has raised its stake 
substantially with this 
year’s merger with McDon- 
nell-Douglas, and can be 
expected to bring its formi- 
dable experience in commer- 
cial aircraft markets to bear 
on defence sales. 

The scene has been set for 
a vigorous competition by a 
government which has 
decided that if the defence 
industry Is to maintain the 
critical mass and revenues 
needed to maintain the 
nation's lead in military 
technology, it needs political 
assistance. 

Diplomats were instructed 
to help for the first time in 
the overt promotion of US 
defence sales, and an export 
finance facility was estab- 
lished with full Treasury 
backing to protect sales to 37 
countries. 

The long-term ban on sales 
of advanced fighter aircraft 
to Latin American nations is 
now under review - a pro- 
cess which observers assume 
will lead to the embargoes 
being eased. Preliminary 
marketing efforts started 
last year, wben Lockheed 
Martin released technical 
data on its F-16 fighter to the 
Chilean government 

As opponents had warned, 
Brazil and Argentina imme- 
diately said they would 
expect similar treatment If 



Lockheed F-22 Stealth fighter; the manufacturer is lobbying for permfesion to export the aircraft 


sales went ahead. But seri- 
ous political opposition bas 
yet to arise in Washington, 
where the top 25 US defence 
contractors distributed a 
record ?llm in political con- 
tributions between 1995 and 
1996. 

Former political 
opposition to arms exports 
bas all but evaporated in the 
face of arguments that even 
more aerospace jobs could 
be at risk without foreign 
sales to ensure the viability 
of current and future 
programmes such as 


the joint strike fighter (JSF). 

While Lockheed is already 
lobbying for permission to 
export the new F-22 Stealth 
fighter, industry experts are 
projecting foreign sales of dp 
to 1,000 of the Joint Strike 
Aircraft, which is not expec- 
ted to fly before 2008. 

Lobbying and salesman- 
ship have long been a tradi- 
tional part of the life of a 
defence executive. The new, 
and potentially crucial, fac- 
tor is the need recognised 
and most frequently 
expounded by Philip Condit, 


Bbetog ' chairman, for.' the 
industry, fry be seen ' as an 
intetnatitmal business, with. 
firnOcommifinents "to ' and 
tovri^afetito, in countries : 
previously seen as 1 export 
markets? -V • 

The : bas^.for forging such - 
finks ^. already well hsfab- 
Hshed. Raytheon makes mis- 
siles inr st joint venture .with 
Germany^ Siemens ’ add 
DaimJej^Benz Aerospace. 
and>Boetng has manufacteur- 



m feveNd Asian countries 
ibrlar^roinnierciayaircraft 


components, while variants 
of Lockheed's F-l6 fighter 
are -being boflt ihu. South. 
Korea?- • 

During ' the . summer, even 
as the European Commissi on 
was threatening to throw a 
spanner Into fife works' ants 
McDonnell acqlnritkm. Boe- 
ing; was scouring Europe for 
compames wffo the-capadty 
to provide forgings, castings 
and other parts to keep its 
commercial jet production 
-lines running.- .....•> '• 
.Practical purposes apart 
such tactics tend to help fos- 


Aoap Um Wton Refcrt Ubauy 

ter the impression that a sec- 
tor of US industry which has 
historically been seen as. 
inward-looking.. has come to 
accept that international 
partnership is the most prof- 
itable, way forward. 

Its western European 
competitors - which have 
seen US defence contractors' 
share of world markets 
rise- from an estimated 
about 25 per cent to 40 per 
cent in the past decade - 
seem, however hesitantly, to 
be thinking along the same 
Btifis. 




JOINT STRIKE FIGHTER • by Christopher Parkes 


Diplomacy needed 
to consolidate place 


Europeans are 
seen as a key 
factor in keeping 
rival Boeing 
in place 


If aggression in the 
takeover market has 
brought Lockheed Martin to 
Its current status as one of. 
the world's biggest 
aerospace groups, 
diplomacy Is the quality it 
will need if It is to 
consolidate its position. . 

Following tills summer's ‘ 
agreed merger with 
Northrop Grumman, a deal 
worth almost *l2bn in stock 
and debt, Lockheed 
effectively cleared the US 
landscape of significant 
acquisition targets. Shortly 
afterwards, Norman 
Augustine, who effected . 
most of the 20 or so deals 
which made the group 
great, banded over the chief 
executive washroom keys to 
Vance Cofftnan. 

While the concern's 
experienced transition 
teams continue the task of 
knitting together its 
hundreds of US operating 
divisions, Mr Coffman is 
likely to spend much of his 
tune abroad. 

With an open invitation 
to faifc from senior Airbus 
Industrie partner, 
Daimler-Benz Aerospace 
(Dasa). it seems only a 
matter of time before 
Lockheed Is marching in 
lock-step with Europe's 
leading aviation team. 

One important element 
behind the shift of strategic 
focus is the effective cap on 
federal defence spending, 
which has obliged the 
leading defence contractors 
to seek new markets at 


home and abroad. But the 
factor sharpoiing it is the 
common interest Lockheed 
and Airbus share in 
keeping Boring in line. . 

With McDonnell-Douglas 
securely in Its grasp, . 
Boeing dominates the . .. 

ram nnw ria] ali-Kmi markri 1 .* 

Lockheed, which. has the. •• 
edge oyri Us US rival in ' 
defence industry sales, ,1s 
anxious that it should i ■ • 

" main t ain jfs position. 

One of Us main concerns 
isthat Boeing may use 
profits from the airliner 
business to subsidise its . 
defence operations. - 
Accordingly, itifitn Mr 
Coffman's interests that 
Airbus presents as strong a 
challenge as possible to its 
Seattle rtvaL 

From the European point 
of view, the steady flow of 
Pentagon funds into 
Boeing's Castgrowing 
defence businesses would 
help it even out the effect of 
ups and downs in its 
revenues from the cyclical 
airliaer business, and give - 
it an important operational 
advantage over Airbus. 

The first point of common 
cause between Lockheed 
and Airbus is the European 
consortium's projected 
“super jumbo” jet, known 
as the A3XX, and a 
potential rival to Boeing’s 
747-based product line. 

Although the US 
company's main focus is the 
military market, its 
experience with heavy-lift 
aircraft (plus Northrop's 
know-how from its roles as 
a leading components 
supplier to Boring; and as a 
prime contractor on the 
C-17 transporter) strikes a 
chord among Airbus 
executives. 

The Europeans have also 
shown interest in defence 


- collaboration. “There could 
be a common interest in 
estahUsfahig.a strategic 
partnership on a broader 
basis," a senior Dasa 
executive said earlier this 
year. 

Although Lockheed has 
. been less .publicly 
-flirtatious, Mr Augustine 
was plain enough in July 
when hie sank '‘It does Seem 
fhjs industry is becoming 
increasingly global, and it 
;iroiiM be our hope tube 
partner with companies in 
Europe imd not to see these 
.two greet grata* of : 
industries go their separate 
ways." 

Looked at from a less 
high-minded viewpoint, 
Lockheed has enough on its 

plate competing with 

Boeing and has a 
considerable strategic as 
well as economic interest in 
making allies of the 
Europeans. . . . 

The acquisition of 
McDonnell -Douglas 
elevated Boring’s pore 
defence business revalues 
to within J2bn or so of 
those of Lockheed. Mr 
Angustine widened the gap 
again substantially when be 
closed the Northrop deal, 
and the jockeying can be 
expected to continue as the 
rivals continue their search 
for smaller acquisitions to 
fiD out their armouries. 

But heavy hardware Is 
only part of Lockheed’s line 
up. As Mr Coffman pointed 
out earlier this year, 
boasting that orders were 
“coming in at on 

unprecedented rate,” Its 

systems and electronics 
expertise gives it 
opportunities in markets 
far removed from the front, 
line. Its information, 
technology business was 
expanded more than 50 per 



cent with the acquisition of 
LoraL for example. 

Mr Coffman singled out a 
Slim contract to supply the 
US postal service with 
computerised mail handling 
equipment and an order to 
equip the federal census 
bureau with digital imaging 
systems. 

Such spin-offs are the 
fruits of the policy 
established by Mr 
Augustine that most of 
Lockheed’s operations 
should be run as separate, 
stand-alone businesses, 
competing freely for 
contracts Inside and outside 
the company. 

As he said this summer, 
while Lockheed was able to 
make certain components 
for its Joint Strike Fighter 
prototype. Texas 
Instruments (now part of 
Raytheon) happened to be 
stronger in that particular 
area of expertise, and was 



offthe.i 

smaller: 

subcontractor . „ 

which 
takeovesi 


Competition, 
between two 
manufacturers 
provides a rare 
test of innovation 

Overcome by an attack of 
hyperbole, .a. -.senior 
Lockheed Martin executive 
last year described the 
Pentagon’s impending 
decision on the first stage of 
the Joint Strike Fighter 
(JSF) project as _“tiie 
defining moment”. 

It would decide “who is 
going to be the dominant 
force in supplying tactical 
aircraft arottad' tbe warkT, 
proclaimed tpe- company's 
’• aeronautics president, Micky 
BlackweDL' • f 

Since the -US ; defence 
department's decision was to 
[ narrow the fijid of bidders 
1 from three to two, his exdte- 
r mtoxt was # little prematra-e. 
But in ' an important sense, 
Saturday November 16 1996 
. was the de fipfog moment for 
’would-be partners McDon- 
neU-Donglas and Northrop 
Grumman. 

Their joint design was 
■dropped from the competi- 
tion. and Lockheed Martin 
and Boeing were each 
granted $lbn of defence 
department money to buQd 
demonstration aircraft to be 
presented for a final- selec- 
tion in 200L 

Excluded from the biggest 
jet fighter contract on record 
- and with no plans at the- 
Pentagon for any more 
fighter projects for at least 
15 years - McDonnell and 
Northrop lost their chance of 
a place at the leading edge of 
military aircraft technology. . 
In the fallowing few months 
they last their Independence; 
Boeing bought Mcponnell. 
and Northrop was taken 
over by Lockheed. -' - 
. if the feet that Mr Black- 
well appeared to be carried 


away was understandable, it 2JXJG attack aircraft, armed 
may also .have been excus- ■ for self-defence, to replace 
able. The elimination of . the F-16. The US Navy is 
McDonneU/Northrop left : looking for 300 long-range 
Lockheed’s project in compe- versions, the Marines for 600 
tition with a design from a STOVL craft as substitutes 


company which has not 
made a fighter since the 
1930s P-26, known as the Pea- 
shooter, although it is build- 
ing wings for the current 
F-22 fighter, .rolled out- 
recently by lead team-mem- 
ber Lockheed. 

In the interim, Popfag has 
bolstered its expertise with 
the arrival trf McDonnell's: 
fighter specialists, while 
British- Aerospace elected to 
throw in its lot with Lode- 
heed. Involved . principally 
because of its experience 
with building short-landing, ', 
vertical takeoff aircraft fit 
collaborated with McDonnell 
on the Harrier), BAe had 
reasons for its choice other 
than betting on the apparent 
favourite; 

The UK group is a partner 
' in Europe's Airims Industrie 
consortium, Boeing's only 
rival in civilian aircraft, 
which is understood to he 
discussing far-reaching, col- 
laboration links with Lock- 
heed. 

Deliveries .. of the JSF, 
mooted by smhe-.as possibly 
the last manned fighter of its 
type - eventually' to be dis- 
placed by computer-piloted 
aircraft — ;are; scheduled to 
start to 2008, at a cost' of 
about fTpbn apiece, in^Lud-. 
tog development costs. Some 
reckonings place -the total’ 
value of the project at 
$300bn. 

With relatively modest 
modifications, .depending csl 
application and deployment,;' 

this all-purpose aircraft fe- 


tor its Barriers and F/A-18B. 
and the British are Expected 
to tjoy 90 mhlti-role STOVLs. 

ffespite the "variations, 
rndq^ffy experts suggest the 
twajvcqtqpetltors trill strive 
td:/|$£g£- the proportion of 
rogtonionrrompoiifeiits as high 
as 90; percent to keep down 
the cost ’ of maintenance and 
parts inventories. 

According, to Pentagon 
'estimates,; this commonality 
could save the US govern- 
ment about $6Qbn over the 
expected 20-year life span of 
the project. 

The' competition result 
will represent a rare oppor- 
tunity to compare the abfli- - 
ties Of the world aerospace 
industry's main rivals in 
tends other thah financial 
results - most notably in 
innovation and flexibility. 

Some industry specialists 
say thgt the telling disci- 
plines- of riie commercial 
market have taught Boeing 
better than Lockheed how to 
control costs. Unofficial 
judges also point to its early 
model's radical design and 
note that its reliance on a 
stngfeengtoe, plus the use of 
the same wing assemblies 
for aQ versions, will keep the 
tails doWjL> ‘ ' 

At the time of the Penta- 
gon's choice :of a fly-off 
between ' Boeing and Lock- 
heed industry specialists 
fended Ur flavour Lockheed’s 
low-risk prop osal which 
tacoroqrtoM.kdy elements of 
the terfmolGgy used in the 
recemtyomtefted F-22, and a . 


MERGERS • by Christopher Parkes 


intended to replace, fiye dif-, . tested STO^L; system, 
ferant jets atpiteent used bor Ahd aHhcfegh Lockheed is 
the US Ah 'Far(^■bb^vin^^‘ ^ ^b31 thh -^parent favourite. 
Marines, and BritatoV^ of McDonnell 

Navy. -“7T. r' -~. Thfrfe i&ifma owner demon- 

- The USAF, the biggest p^V v J|tFated.^ Boeing has the 
spective buyer, - nefe aboto:- . to snrprise. 


There’s little remaining to buy, but plenty 


Next moves are 
likely to involve 
disposals of 
non-core 
operations 

With annual revenues of 
about $35m and 500 employ- 
ees, Pacific Aerospace & 
Electronics hardly fits the 
mould of the new generation 
of jumbo US aerospace 
groups. But in spite of the 
evidence from the acquisi- 
tion-happy Boeing and Lock- 
heed Martin, size is not 
everything in this business. 

Opportunism and ambition 
count, too, not forgetting the 
three most important rules 
of the US real estate market: 
location, location, location. 

Pacific, based In Wen- 
atchee. Washington State - 
close to Boeing in Seattle - 


has expanded its revenue 
base from $3m four years 
ago by acquiring small local 
businesses and melding 
them into a group striking 
similar in structure - if not 
size - to the industry lead- 
ers, featuring aerospace, 
electronics and information 
technology. 

Within the next three 
years it plans to buy up to 
six more companies and 
aims to raise revenues to 
6150m. The target, decribed 
by analysts as •'aggressive’*, 
should not be difficult to 
achieve in an industrial cli- 
mate where many small, 
under-capitalised companies 
are still struggling to 
recover from the defence 
cuts, down-sizing and reces- 
sion which racked the indus- 
try for almost 10 years. 

Pacific Aero'S strategy has 
been to buy smcdi, strug- 


gling companies - eight in 
the four years since it was 
set up. 

The agglomeration of the 
aerospace industry leaders, 
which started in 1932, and 
effectively ended In July this 
year when Lockheed Martin 
and Northrop Grumman 
agreed to merge. Is likely to 
provide more prospects for 
the company . 

The creation of a giant 
with revenues of S37bn and 
with 230,000 employees, 
alongside Boeing/McDonnell 
Douglas, leaves little left to 
be bought, bat much to be 
tidied up. 

According to Jon Kutler. 
founder and president of 
Quarterdeck Investment 
Partners, a Los Angeles 
investment bank specialising 
in the sector, the first 
stage win comprise spin- 
offs or dispoals of 

1 


non -core operations. 

“This will be a cut and 
dried process, played out 
without emotion,” he says. 

More emotional, but 
equally inevitable, be says, 
wiD be the consolidation of 
the subcontracting and com- 
ponent industry as the big- 
gest concerns follow the 
example set by Boeing and 
become “systems integra- 
tors". 

They will build tbeir air- 
craft and military hardware 
from as limited a range of 
suppliers as possible, favour- 
ing the most efficient low- 
est-cost and hlgfaest-quaiity 
producers. Their demands 
will favour the successfu 
aggressors in what promise 
to be a tumultuous period 
for many small and medium- 
sized operators. 

Mr Kutler, whose firm is 
focusing on brokering deals 


in this sector, ranging up to 
$5O0m per transaction, says 
his business volume has 
already doubled in the past 
two years and is now closing 
a deal a month. 

“We will see hundreds erf 
deals a year through the end 
of the decade.” he predicts, 
hr the interim, the compa- 
nies caught up In the wave 
of change - many privately- 
held - will undergo a change 
of heart. Three-quarters of 
the small companies which 
have hired us have asked us 
to buy things for them,” be 
says. 

This, Mr Kutler says, is a 
usual response, although as 
potential buyers come to 
outnumber potential sellers 
and asking prices rise, most 
will “flip" to become sellers. 

In the meantime, Mr 
Kutler says, the aerospace 
and defence industry's new 


giants will be eagerly. Issued ' " ' 

looking to extend their" 
reach. As big as the home . E 

market may be. US defence stfll be , r ,_ . 

spending is currently about . di lemma of: hotf - 
half its early 1980s peak of pete ih e.marifet<®OE^lptt«i; 
almost $l60bn a year, and with .$5bniales "cbt^thiea/ 




unlikely to show any sub- 
stantial upward movement 
for the foreseeable future. 

A new federal export 
finance scheme, introduced 
last year, may be of some 
help, but not to Europe; 


and now tocroaslikgty.'dio&ft- - 
nated by $30bh behem oths 
Eventually 1 , eo^ivtl^iijast 
dedicated government 
defenders erf national inter: 
este’-wlU ; reach - " the poltrfr' 
where the srtoalcBfes reqQteed s 


where political or strategic ' edinpete tot- 

necessity demand the main- < i «cable6:Jifr Kiitier ibeHeyes- 
tenance of a healthy aero^ - ; - • brtre-EUropeau -partner- 
space sector. . - '.•fS^yand^ototye^ttrospro- 

Thls, says Mr Kutler. 
the cue for the start of 
transatlantic phase nf. 
restructuring process, 
ntog with cross-border 
within Europe; 

He thinks political Obfe^;., 
lions to the inevitable jofcr^ 
losses and "nationalistic’' - fragmented businesses in the 



_ . . afeh sees scope 
Jie&i -torEurtqwan 
^th'vopers^iOBfi rin 
{d'esbabd and oonsol- 
rthe&r holdings; Having 


A 


•US worked well enough 
when the local toarket was 
fragmented, he says. “A lot 
- of Europeans . are now 
looking for cohesion, and l 
see them baying to the US to 
protect their interests here.* 

• - US companies looking the 
other way. an the other 
Band,' could wall be inter- 
ested in, -taking minority 
stakes, in European con- 
brims. The suggestion, he 
says* should not; be inter- 
preted as assign of aggres- 
TSitm. -Such - investments 
would.be more “in the way 
erf marketing expenses to 
help them get into European 
contracts. 1 ' . . 

By his reckoning the lead- 
tog Us piayesrs have no more 

;te for acquisitions, 
are fat. dumb and 
happy,” he says. “Or perhaps 
that should; be fet, smart an<f 
happy." 

K • :« 
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Rivalry eats into profits 
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;i*3B|ere arc . three large 
ifipcraft ..engine makers in 
the' .world, ' which.'- some 
Industry observers think is 
. ’©ae too many. Two of them 

- ^Gettra-al Electric and Pratt 
AtJVJXtoey are American; 

-qtte -.RoJlsBoyce, is British. 

Competition between the 
r tEy^'Is flerce and, according 
. Vip; Kail Krapek, president of 
Pratt &. Whitney, 
ufegbstafnable - In ‘ its 

. traffitiCEESal fhyrr^ 

v. All three , manufacturers 
have been involved in 
bidding to bttild engines for 
new aircraft, as happened 
with the Boeing 777, which, 
went into service in 1995. 
Because .all three 
manufacturers were offering 
engines for the aircraft, price 
competition was fierce. The 
result, Mr Krapek said at the 
Paris air show this summer, 
was .that “none of us will 
ever get a pay-hack" 
Analysts have long said 
that one way to reduce 
..competition and .increase 

- profits in the engine 


business would be if Pratt & 
Whitney and Rolls-Royce 
were to merge. The UK 
company has flatly rejected 
the idea, however, and it is 
difficult to see what it would 
achieve. 

A merger would only 
make sense if the two 
companies could then 
rationalise their product 
lines and reduce their 
development costs. 
Rolls-Royce, however, has 
adopted a strategy of 
building a family of engines 
so that, when a new aircraft 
fs developed, it can offer 
airlines a variation of one of 
its easting products. 

Pratt & Whitney sells 
competing products and it 
would not make sense for 
Rolls-Royce's engines to he 
sold alongside these. The UK 
group also plans to reduce 
its research and 
development expenditure as 
its “family" strategy means 
that it does not have to 
develop .any completely new 
engines. Merging with Pratt 
& Whitney would not reduce 
its costs any further. 

In the absence of a 
transatlantic merger, the 
two US companies have been 
examining instead how to 
collaborate with each other. 


. CALIFORNIA • by Christopher Parkes 


confidence 
is returning 
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New industries 
• are helping to 
. balance effects of 
streamlining at 
old factories . 

The loss of manufacturing 
jobs in California's 
aerospace industries stopped 
dead last year. The body 
count was alarming: 
between 1990 and the end 
of 1996. closures and mergers 
among aircraft, space and 
search and navigation 
companies cost 175.000 
jobs, or 50 per cent of the 
total. 

■j vFrom 17 per cent of the 
state’s manufacturing 
employment total, the sec- 
. tor’s share had dropped to 9 
percent. 

Last summer, when con- 
tinuing cuts in the space 
industry were being offset 
by small gains in the other 
sectors, confidence started to 
return. Even Boeing’s recent 
' acquisition of McDonnell 
Douglas,- based in Long 
Beach, failed to disrupt the 

nabn. ' 

“When I look at Boeing’s 
onier books, it looks to me 
. that we’re better off than 
before,” said one McDonnell 
worker- the day after the deal 
. was announced. 

Commercial aircraft deliv- 
: eries — almost entirely from 
Boeing - are. expected to rise 
to at least 700 a year by 2000, 
compared, with 400 last year. 

. And while most of the new 
jobs generated are expected 
- to 1 benefit Boeing's home 
state of Washington, there is 
reason to . assume that the 
long-established McDonnell 
•_ factories will win their share 
of the work. 

- - yet -economists see little 
'. chance that aerospace will 
regain its former leading 
■ role in ' the . state’s economy. 
Last ...year's broad-based 
recovery, led by entertain- 
ment, .foreign trade, h i gh 
; techno logy and tourism, gen- 
ga ted well over 300,000 new 
... jobs .far a 2.7 per cent gain 
■' .compared 'with the 2 per cent 
improvement reported 
nationwide. » ' 

' AD the jobs lost between 
1990 and 1994, when reces- 
.- «ri rjn and military downsizing 
shook the state, 'have now 
.. been replaced. 

Yet the traditional engines 
: of recovery - aerospace, con- 
; structxon and the retail trade 
, - failed to ccra tribute signifi- 
"■ -cantly. 

Y Tn the decade ahead. man- 
iz&cturing jobs in Californ- 
-ia’s - aircraft, space, and 
. defence electronics indus- 
tries are as likbly to rise as 
to fall,’* accordtag to the lat- 
est review by the Center for 
Continuing Study of the Cal- 
. ffbroia Economy (CCSCE). 

; ,. Y, Befence spending is -leyel- 
: : ling- off after nine , years of 
J real decline, and although 
■ there may be some benefits 
far California in projects 
: such .as the. Joint Strike . 
. fighter, a long-term project 
.estimated to be worth up to 
$800hn, .the CCSCE detects 
nn reason for optimism that 
_ Pentagon budgets 10 years 
hence- will be appreciably 
different from now. 


Even so. the turning of the 
defence industry tide, com- 
mercial aircraft demand, and 
better prospects for exports 
(thanks to financial incen- 
tives and much overseas lob- 
bying on behalf of defence 
contractors by the White 
Mouse) are the best news the 
sector has had for almost 10 
years. 

Lockheed Martin, compet- 
ing for the Joint Strike 
Fighter project, is believed 
to have added' 500 to' the 
workforce at California’s 
Skunk Works, where the 
demonstration aircraft is 
being built. Hughes Elec- 
tronics, the world’s leading 
satellite manufacturer, last 
year announced plans to 
increase its . payroll from 
6.000 in 1996 to 10.000 by 
2000 . 

However, economists dis- 
count dramatic change 
industry-wide with argu- 
ments which range from the 
Pentagon’s increasingly rigid 
demands far cost -control to 
the effects of restructuring 
and downsizing which imply 
that future improvements in 
business conditions will 
bring fewer new jobs 
than in the past. 

"As in other manufactur- 
ing sectors, aerospace com- 
panies are raising productiv- 
ity and severing old 
relationships between pro- 
duction and employment lev- 
els." the CCSCE report says. 

But if there are fewer jobs 
in the old factories, there 
appears to be ample opportu- 
nity in California’s new and 
resurgent industries, which 
demand the skills, profes- 
sionalism and education lev- 
els commonly found among 
aerospace employees. 

According to the National 
Defense Research Institute, 
the average person employed 
in aerospace manufacturing 
has L 3 yearn more education 
that a contemporary in other 
durable manufacturing 
industries, and is more than 
twice as likely to have a col- 
lege degree. 

Such data help to explain 
the ingenuity and adaptabil- 
ity of many small contrac- 
tors in the region which 
have diversified out of their 
original defence-related 
niches into , new ventures. 

. Government sponsored and 
funded defence conversion 
programmes have help steer 
companies into new fields. 

One company, established 
in 1985 to provide high-tech- 
nology testing equipment for 
the composite materials 
replacing metals in the aero- 
space sector, has recently 
emerged from such a pro- 
gramme with an innovative 
tec hniq ue for shrink-wrap- 
ping freeway supports with 
epoxy materials to render 
them earthquake-proof 

Such radical changes are 
not rare. There is, for exam- 
ple. one ambitious San Diego 
start-up, employing a team 
once dedicated to designing 
flight simulators to train 
military pilots. It now 
applies its expertise in sim- 
ulating the pitch, roll aim 
and fire challenges facing a 
pilot to a sophisticated game 
of virtual golf. 


Last year, the two teamed up 
to investigate building an 
engine together for the 
“super jumbo” aircraft then 
being planned by Boeing of 
the US and Airbus Industrie. 

Boeing decided earlier this 
year, however, to shelve its 
plans to build a 550-seat 
aircraft because not enough 
airlines were interested in 
buying it. The GE-Pratt & 
Whitney joint venture will 
still offer a joint engine for 
any other large aircraft that 
manufacturers produce. 

Airbus still insists that it 
will go ahead with its 
550-seat aircraft, 

provisionally called the 
A3XX, and GE and Pratt & 
Whitney will work together 
to produce an engine to 
compete against the 
Rolls-Royce product. The 
two companies might also 
offer a joint engin* if Boeing 
goes ahead with a less 
ambitious project to extend 

its 400-seat 747-400. 

The two US giants have 
never before worked 
together on a civil aircraft 
engine. However, joint 
ventures and alliances are 
common in the engine 
industry, helping to cut 
development costs by 
sharing them. Both GE and 


Pratt & Whitney have a 
range of alliances which cut 
across geographical lines 
and involve European 
companies. 

The best established of 
these is CFM International, a 
joint venture between GE 
and Snecxna of France. 
Attempts by Rolls-Royce to 
entice Snecxna away from 
GE to work on some 
pan-European engines have 
been unsuccessful. Similarly, 
plans by Rolls-Royce to take 
over MTU of Germany from 
Daimler-Benz Aerospace, its 
parent company, bave not 
worked out because of 
MTITs links with Pratt & 
Whitney. 

Pratt & Whitney and 
Rolls-Royce are themselves 
partners in International 
Aero Engines, which also 
includes MTU, Fiat Avio of 
Italy and Japanese Aero 
Engines. 1AE produces the 
V2500 engine family, which 
powers the Airbus A319, 
A320 and A321 aircraft and 
the McDonnell-Douglas 
MD-90, whose future is now 
being assessed by Boeing. 
McDonnell Douglas's new 
owner. 

Another way in which the 
two US groups have 
■attempted to mitigate the 


ruinous effect of competition 
is through becoming 
exclusive suppliers of 
engines for particular 
aircraft models. CFM is the 
only supplier of engines, for 
the Boeing 737 and for the 
Airbus A340. 

Not all the US groups’ 
attempts to become 
exclusive suppliers bave 
succeeded, however. GE 
proposed to Airbus that it 
become exclusive supplier of 
engines for the A340-GOO, a 
proposed "stretched" version 
of the A340. which will 
cany 380 passengers. 

Negotiations broke down, 
however, over the financial 
terms under which GE 
would build the engine. 
Pratt & Whitney also failed 
to reach agreement with 
Airbus, leaving Rolls-Royce 
as the sole supplier of 
engines for the A340-600. 

While competition with 
rivals is likely to remain 
strong, however, both US 
engine makers have plenty 
of work to keep them busy. 
Rising aircraft orders have 
left GE and Pratt & Whitney 
with healthy order books. 
Both groups also have 
growing businesses which 
service and overhaul 
engines. 


Rolls-Royce's Trent famBy of engines enables the company to offer variations of an existing product 
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CORPORATE JETS « by Nikki Tact 


Compani es join the flight to efficiency 

Rr\Pinc nnH Airline 2 tow of turn over 12G a ^ l — — — 


Boeing and Airbus 
are looking Io.ok for 
a slice of a market 
enjoying a 
renaissance 

The !>>’» 2 r .,1 o^rly 
■*crv nc: ; ; i? corpo- 
rate , ; £t. I: - :■ symbui 

a - :hv cast -casual 

T ‘ ?r ": aai buy our 

special;*:* could profitably 
descc-r.:! Ever these busi- 
nesses .vhijh r.o'd or to 
uirtr-ft *.ezda£ to upoi- 

ishr.s$$. 

L- the '..'."±7 half c: ifcv 
199rts. the ir.vsri^r.: cuss- 

focused cr b;::.*ni-Lr.e prof- 
Sr:. tit:.-. the cor- 
porate jo: li er/cvinc 

Aworaine to -i- C-er.eral 
Aviation Manufacturers" 
Association ’C-.-ura. new jet 
shipments by US ccscenu 
totalled 142 unis in the firs: 
six months of 19F7. up from 
35 :n the corresponding 
pence c: I33r. Th:> was 
marked:}* higher t han the 
growth ir the genera". avia- 
tioa market: tcrai aircraft 
deliveries rose ry 16.5 per 
cert. while the increase in 
je: shipment* amounted to 
almost 50 per cert. 

Nor were these i??7 fig- 
ures ar. aberration. Accord- 
fas? to Gama, the number of 
new l" S- manufactured jet 
shipments has riser steadily 


from r tow of just over me a 
year :n the zmd-:3Sft? to 246 
’u 1;»3. before dipping mar- 
ginally to 24: ’.us: year. 
While the 1??5 and 1996 
numbers fall short of the 
peak sales levels seen in ipii? 
and IF FI - when deliveries 
entity topped :>00 - they still 
represent a very substantia! 
recovery from the -as: nadir. 

The industry has been 
quick to encourage this 
trend. The National Busi- 
ness. Aircraft Association 
and Gama, for example. have 
formed a business aviation 
advocacy prccramme, under 
the s!«^ar. No Plane. No 
Gain"'. This sets out :o argue 
that in-house aircraft can be 
a cost-effective tool far com- 
panies ben* on improving 
efficiency and profits. 

To bolster this claim, the 
XBAA points to n study by 
Arthur Andersen. the inter- 
national accountancy and 
consulting firm, which found 
chat “sales of companies pur- 
chasing new airplanes grew, 
on average, at a higher rate 
than those of non-purchas- 
ers ". The Andersen survey 
also noted that jets were 
used by 46 of the 50 compa- 
nies on the "honour roll" 
compiled by Fortune maga- 
zine. which ranks businesses 
in terms of return to inves- 
tors 

Whether or not that mes- 
sage has sunk home, 
would-be buyers of corporate 
jets are being wooed by more 
varieties of aircraft than at 
any time in the recent past - 



From mass transport to corporate carien Big manufacturers such as Astws and Boeing are ta^^^^ctol^^Jrilhe^i^mate^cHilpahfe^naeds 


m a kin g for fierce marketing 
battles between rival manu- 
facturers. 

This has been particularly 
true at the high-end of the 
business jet market. The 
competition intensified a 
couple of years ago when 
both Gulfstream. now the 



The Gulfstream V has become a popular jet for long-distance corporate travel 


only independent US aircraft 
manufacturer other than 
Boeing, and Canada's Bom- 
bardier decided to go after 
the ultra long-distance busi- 
ness jet market The former 
pursued its new Gulfstream 
V model, which is already 
being produced, and the lat- 
ter Introduced Global 
Express. 

Since then, Boeing, the US- 
based aircraft manufacturer, 
has also thrown its hat into 
the ring, while Airbus, its 
big European rival, is follow- 
ing hot on the Seattle-based 
giant's heels. 

Boeing’s foray reportedly 
grew out of discussions 
between its chairman and 
Jack Welch, chairman of 
General Electric Company. 
GE was p lanning to buy a 
couple of Boeing 737s. but 
bemoaned the lack of range 
when compared with smaller 
corporate jets. 

As a result, Boeing and GE 
teamed up to start Boeing 
Business Jets. Last year, 
they launched a new Boeing 
aircraft, based on the 737 


model but with bigger fuel 
ta nk s and with a range in- 
excess of 6,000 miles. These 
aircraft can cost up to $40m 
e ac h , slightly more than the 
top-of-the-ltoe jets produced 
by Gulfstream and Bombar- 
dier. But they also offer 
more cabin space and are 
capable of carrying more 
passengers. 

In June this year. Airbus 
Industrie. retaliated, 
announcing that it, too, 
would sell a modified 
version of its A3 19 aircraft 


as a corporate jet 
The smaller end of the 
market - dominated by the 
likes of Cessna, Raytheon's 
Beech and Bombardier's 
Leaijet - has not been 
immune to developments. 
Last month, for example, 
Israel Aircraft Industries 
said that it planned to pro- 
duce a new line of corporate 
jets selling at around SH.5m. 
These claim the advantage 
of being able to fly non-stop 
across the Atlantic. 
Although the aircraft will be 


built in Israel, they will be 
customised in the US and 
funds for the venture are 
coming partly from Chica- 
go's wealthy Pritzker family. 

Crowded though the mar- 
ket is. b ullis h voices in the 
industry suggest that 
demand should be underpin- 
ned by the general trend 
towards globalisation - nota- 
bly within the US's corpo- 
rate sector, which is still the 
largest single market for cor- 
porate jet sales. As more US 
companies do business out- 
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SPACE • by Clive Cookson 
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cccnon-iics equal to or better than ,n 
turboprop for both short and long sec- 
tors, f’j'i stand-up headroom end 
wide seats, state-of-the-art integrated 
avionics, and last but not least: 
Pratt St Whitney Canada 3G6E turbofan 
engines. The resuit: jel-oropsiied 
revenue enhancement and return on in- 
vestment. Not surprisingly, we think the 
32SJET is going to cause our rivals 
sleepless nights. Because it's the right 
aircraft, at the right time, for regional 
airlines and corporate operators. 

If you would like to know about the 
world's first true regional jet, simply cal! 
or fax us and join the 32' seat fan ciuo. 

Fairchild Dernier USA 

Te!. 1 2 t 0 ,i S3- 5 A?/i, Fax (210/ 320 6650 

Fairchild Doroier. Germ any 

Tel. — 43/3153-3G-D. rax + 49/B153-30-2G5S 


■ .V" 

An artist's bnprt&slan of the axperimentn! Ventmfitar craft which may twcome a Imv-cort siccanorto the a^ng Shuttle flee* 

Nasa reaches for the stars 
as an undisputed leader 
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Pratt & Whitney Canada 
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First in the class. 
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US agency is 
thrust to the fore 
again as Russians 7 
will to explore 
is killed off 

Ten years is an aeon in the 
space industry. 

In 1987, Nasa, the US space 
agency, was reeling from the 
previous year's Challenger 
disaster and pre-occupied 
with making its Shuttle fleet 
safe again; officials had no 
credible vision to offer the 
American public of an excit- 
ing future in space, beyond 
the Reaganesque need to 
keep up with the Soviet 
Union. 

At that time, Soviet space 
power was at its zenith, as 
the new Mir station gave 
Moscow a permanently- 
manned base in orbit that 
the US could only envy. - 
By 1997, the tables had 
truly been turned. 

The break-up of the Soviet 
Union and subsequent eco- 
nomic shrinkage has left the 
Russian Space Agency with 
[ just $400m a year - a tiny 
fraction of its 1980s budget - 
to keep the ageing Mir In 
orbit, despite a ceaseless 
series of equipment malfunc- 
tions. Thereafter, the RSA’s 
ambition is more or less lim- 
ited to playing a role In the 
US-led International Space 
Station OSS) project. 

There is almost no money 
left over for unmanned sci- 
entific missions, and the fail- 
ure last November of the 
Mars 96 craft killed off Rus- 
sia's will to explore other 
I planets. 

Nasa. in contrast, has 


regained its undisputed lead- 
ership of global space activi- 
ties. 

Not only is it leading the 
$30bn ISS, the world's larg- 
est technological collabora- 
tion, which will provide a 
permanent base for human 
Space activities, from zero- 
gravity manufacturing to 
Earth observation and scien- 
tific exploration. 

Nasa also has a thriving 
programme of missions to 
the rest of the solar system, 
as the success of its two cur- 
rent missions to Mars. Path- 
finder and Global Surveyor, 
shows. 

More generally, there is a 
feeling that Nasa is regain- 
ing some sense of purpose, 
while its leadership is 
introducing more efficiency 
to an organisation that had 
grown fat and bureaucratic. 

Most credit for the resur- 
rection of Nasa must go to 
its administrator, Elan Gol- 
din, who combines skills in 
public communications with 
ruthlessness as a budget-cut- 
ter. George Bush brought Mr 
Goldin in from TRW, a lead- 
ing Space contractor, in 1992, 
the final year of his presi- 
dency; Bill Clinton, after 
some hesitation, confirmed 
him in the post 
Mr Goldin’s biggest 
achievement has been to 
make Nasa live up to a new 
unofficial motto of “Faster, 
“fitter, cheaper". 

The unexplained loss in 
1993 of the Slbn Mars 
uoserver craft on route to 
. 1,6(1 Planet helped to con- 
ymee senior Nasa staff that 
it was silly to invest so 
much money in huge, com- 
plex spacecraft, whose con- 


struction schedules and bud- 
gets frequently ran out of 
control and whose failure 
would be a disaster. 

Instead of decade-long, bil- 
lion-dollar mega-projects, Mr 
Goldin introduced a policy or 
investing in unmanned 
spacecraft that can be devel- 
oped in less than three years 
at a cost of less than safiifrn 
The last of the old-style pro- 
jects. the ?3.4bn Cassi- 
ni/Huygens mission to Sat- 
urn in collaboratian with the 
European Space Agency, is 
due to lift off next month 
after eight years develop- 
ment 

Already, however, the 
fruits of the new lean, me-n B 
Nasa are evident on Mars. 
Pat hfind er and its little six- 
wheeled rover. Sojourner, 
have been transmitting back 
to Earth stunning pictures of 
the dusty Martian desert and 
chemical analyses of the 
rocks there. Meanwhile Mare 
Global Surveyor has success- 
fully gone into orbit around 
the planet and Is due to 
the next two years 
manring its surface in detail, 
achieving almost everything 
that had been expected of 
the m-fiated Mare Observer 
at a quarter of the cost 
Pathfinder and Global Sur- 
veyor are the forerunners of 
a flotilla of Martian mis- 
sions. launched in pairs 
every 26 months when Earth 
ami Mars are best aligned. 
Within eight years, a space- 
craft will bring Martian soil 
and rock samples hack to 
Earth. 

Nasa planners believe they 
could send people to Mare 
during the 2010 to 2020 
decade, at a cost of SSbn, 


Such a project would nasi 
the “faster, better, cheaper" 
policy in spectacular fash- 
ion. but Mr Go'din this 
is not a firm rule. 

Indeed, zhe Interaancr.ai 
Space Station alnsadi -i 
glaring exception to the poi- 
icy. Nasa expects ;.-j sp»;nd 
Sl7.4bn building the ISS 
Next year, when the sta- 
tion's firs: components are 
scheduled tn qo Jr .;c orb::, i: 
will con* time Str.jhn u f 
Nasa's SllSbn total bud -jet. 

Besides planetary explora- 
tion and the ISS. an impor 
tant pan of Nasa * -*urk -s 
the so-called Mission to 
Planet Earth. autm pro- 
snunme of satellites th.n 
will be launched over the 
next few years :o observe 
our own planet and i{c 
oceans and atmosphere. 

Another iir.cn:> w.ij be to 
aevelop a Icw-ccs: sumawr 
to the ageing Shuttle Art.-:, 
wnich costs S&ifi 3 war 

maintain. Various t Xp4!r: . 
mental craft, such as L.«ck- 
heed Mania's X-r.l VeatureS- 
, are contendin'? far this 

role. 

Nasa must achieve aif tics 
wmun the coftstram* c: a 

budget that is sinking slowly 
» dollar terms - frum 

SS“ ,9Ktaa WM*i 

SUUbn a year from 2oco - 
falling more si^uolv 
when inflation is taken as*'- 
to real asaa. Nasa 
wUI ha%-e to cui spentfer.g bv 

" a 

1395 and £900 

JST* =»»■ -J» sal- of 
jjasas activities wifi more 
“an anything ou is 

32 Jl f5 l,e wei tezwn: 
“out space exploration. 



